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INTERNET GAMBLING 
PROHIBITION ACT OF 2006 


WEDNESDAY, APRIL 5, 2006 

House of Representatives, 

Subcommittee on Crime, Terrorism, 

AND Homeland Security 
Committee on the Judiciary, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 2 p.m., in Room 
2141, Rayburn House Office Building, the Honorable Howard Coble 
(Chairman of the Subcommittee) presiding. 

Mr. Coble. Good afternoon, ladies and gentlemen. The Ranking 
Member — the gentleman from Virginia, the primary sponsor, just 
entered the room; and Mr. Scott, the Ranking Member, is on his 
way. But in the interests of time, I am going to go ahead and give 
my opening statement and then recognize Mr. Scott when he gets 
here. 

Today, the Subcommittee on Crime, Terrorism, and Homeland 
Security is conducting a legislative hearing on H.R. 4777, the 
“Internet Gambling and Prohibition Act of 2006.” H.R. 4777 is very 
similar to legislation that the Judiciary Committee considered and 
approved during the 107th Congress. 

Currently, Federal law is unclear as to whether or not Internet 
gambling is prohibited by section 1084 of title 18 of the United 
States Code. H.R. 4777 clarifies the law in this area by prohibiting 
Internet gambling and updates existing language to bar use of new 
technologies such as wireless access to gambling sites on the Inter- 
net, which were never envisioned when section 1084 was originally 
drafted in 1961. 

The dramatic explosion in Internet gambling raises complex 
criminal and social issues. From a law enforcement perspective, 
this new multibillion-dollar industry has attracted organized crime 
because of the ease by which criminals can launder money and in- 
crease illegal revenues without fear of prosecution or even inves- 
tigation. 

Unlike authorized and regulated wagering in the United States, 
the Internet gambling business is operated in an environment free 
of regulatory oversight and even a remote possibility of civil or 
criminal enforcement. As a result, Internet gambling has turned 
into an industry ripe for organized crime domination. 

The rapid growth in this industry also raises other concerns for 
our communities. Millions of Americans suffer from gambling ad- 
diction resulting in financial debt, depression, unemployment, 
bankruptcy, divorce, homelessness, and in some cases, even suicide. 

( 1 ) 
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While the Internet has certainly been a boon for our economy, 
our productivity and our general welfare, one downside of the 
Internet has been the ease by which troubled adults and our chil- 
dren gain access to addictive gambling sites. This is a problem 
which must be addressed in order to protect our communities and 
our youth. 

We are fortunate today to have the original sponsor of H.R. 4777, 
the distinguished gentleman from Virginia, Representative Bob 
Goodlatte, to testify and explain the details of his bill. He is the 
sponsor of past Internet wagering bills and probably knows the 
issue as well or better than any Member of Congress. 

Mr. Goodlatte, as you know, our Subcommittee also has experi- 
ence in this issue, and we look forward to your testimony. 

I just apologized to the distinguished gentleman from Virginia. 
I was not overlooking him, but in an effort to save time, I gave my 
opening statement before Mr. Scott got here because we are going 
to have a vote, I suspect, within an hour, but perhaps a little 
longer than that. So I hope we can get to the business at hand. 

And at this point, I am pleased to recognize the distinguished 
gentleman from Virginia, the Ranking Member, Mr. Bobby Scott. 

Mr. Scott. Thank you Mr. Chairman. Mr. Chairman, I noticed 
that at 1 minute past 2 that you are on the third page of your 
statement. 

Mr. Coble. If the gentleman will yield, look at the time we 
saved. 

Mr. Scott. It is a pleasure to be here, Mr. Chairman; I am 
pleased to join you in convening this hearing regarding Federal 
regulation of gambling over the Internet. 

I believe that all gambling should be tightly regulated, and it has 
traditionally been done by the State regulatory responsibilities. It 
should continue to be so, in my judgment, although it is appro- 
priate for the Federal Government to have a role to assist the 
States in the total regulatory scheme. 

The Federal Government took such a role in 1961 with the Wire 
Communications Act as a way to assist in the fight against gam- 
bling by organized crime syndicates. The Department of Justice 
contends it can prosecute Internet gambling businesses under that 
law, but clearly that law was not designed with Internet gambling 
in mind. 

While I appreciate the desire of my distinguished colleague, the 
gentleman from Virginia, Mr. Goodlatte, to update the ability of 
the Department to address illegal gambling in today’s context, I do 
not believe that H.R. 4777 is likely to be effective in doing so. 

Regulating anything over the Internet is problematic, even desir- 
able. Most law enforcement is local or jurisdictional based. The 
Internet has no jurisdiction, and as a result, I suspect that even 
if we were successful in closing down business sites physically lo- 
cated in the United States, or in countries where we can get co- 
operation, because of the nature of the Internet and the ingenuity 
of people using it, the approach of H.R. 4777 will ultimately be in- 
effective. 

As we hear from our witness panel, this bill will create an en- 
forcement nightmare for financial institutions because they would 
be required to look up and stop illegal gambling transactions. Iden- 
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tifying Internet gambling activities will be very difficult, if not im- 
possible. While some companies may be able to identify some gam- 
ing transactions by codes used, such enforcement efforts can easily 
be thwarted. A business can have one code for payment purposes, 
but may be engaged in several activities, including Internet gam- 
bling. 

A casino, for example, may have a hotel or gambling. A foreign 
company may have a hotel, a casino, Internet gambling, an e-cash 
or an electronics payment system; or any outside escrow agent can 
relocate to another country and, therefore, evade enforcement 
mechanisms in the bill altogether. With some Internet gaming ac- 
tivities being legal, how would a financial institution distinguish 
between them and legal activities? 

Furthermore, we should not overestimate the cooperation we 
may get from other countries. According to Christiansen Capital 
Advisers, Internet gambling Web sites brought in over $14 billion 
worldwide last year, which is up from 8 billion the year before. 
That number is expected to almost double to 24 billion by 2010. 

Presently, over 85 foreign governments allow some form of gam- 
bling online. That number is likely to grow as well. So what gov- 
ernments are likely to cooperate with us in prosecuting businesses 
they authorize to operate? And even if we are successful in getting 
cooperation from some countries, we would be simply increasing 
the profit opportunities for uncooperative countries, especially 
those with whom the United States does not have normal diplo- 
matic relations. 

This bill does not prohibit Internet gambling; it prohibits run- 
ning the Internet gambling operation. If we want to be effective in 
prosecuting illegal gambling over the Internet, we should prosecute 
the individual gamblers. A few sting operations and the word 
would get around that if you gamble on the Internet, you will be 
caught. And so long as individuals can gamble over the Internet 
with impunity, a market will be provided for them which the regu- 
latory scheme in this bill will not stop. 

For example, Mr. Chairman, we prohibit the sales of illegal 
drugs. But we see that as long as there remains a demand for 
drugs, we have only limited success in the war on drugs. But if we 
took the approach in this bill in enforcing drug laws, we would be 
prosecuting the seller, but not the buyer and have even less effect 
than we have now. 

Since we are not talking about prohibiting gambling on the Inter- 
net, but simply prohibiting the operation of the illegal gambling 
site in jurisdictions that the FBI can get to, I believe that there are 
more effective regulatory approaches than the approach offered in 
H.R. 4777. However, the approaches must be developed to take into 
account the technology and State policies with respect to gambling 
and Internet gambling practices and preferences. 

This is the effect of the bill authored by the full Committee 
Ranking Member, Mr. Conyers, last year, H.R. 1223. It established 
a commission that would study the issue and make recommenda- 
tions for a regulatory environment for Internet gambling that 
would be controlled by the individual States. States do tend to pro- 
hibit individuals from gambling, so Internet gambling can both be 
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effective — can be effective in individualized States and individual- 
ized to each State. 

Under the bill’s regulatory scheme, if Nevada opted to allow 
Internet gambling within its borders, it could. If Utah prohibited 
individuals from that State from gambling over the Internet, it 
probably could, and that would be enforceable by the Federal Gov- 
ernment and by the States that allow gambling as well as the 
States — as well as the State of Utah, because in the fullness of 
time, a gambler could be required to provide a mailing address in 
order to get paid. 

If protection of the public is the goal of regulating Internet gam- 
bling, it is much more likely that those who choose to gamble over 
the Internet will do so under a licensed, regulated entity under the 
Conyers approach than under 4777. First, the consumer in a State 
where Internet gambling was legal would have confidence that if 
they win, they will be paid by the licensed, regulated operation. 

A consumer would have no similar confidence in fly-by-night off- 
shore Casino.com. As a result, from a licensed, regulated Internet 
gaming activity would drive business from the less reputable busi- 
nesses, and they would essentially drive them out of business. 

Another significant result is that States that choose to authorize 
Internet gambling can tax it. At a time when unauthorized gam- 
bling is flourishing — as I said, over $14 billion with over half of it 
originating in the United States — and when most States are cash 
strapped, those States that have chosen to authorize regulated 
gambling could receive much-needed revenue from both the opera- 
tors and the winners while contributing to the control of the indus- 
try and protection of the gambling public. 

The overwhelming portion of those who buy — ^who play the num- 
bers buy legal lottery tickets, which are regulated and taxed and 
actually pay lower odds compared to the illegal numbers oper- 
ations. For the same reason, people will choose to gamble over 
Internet — who choose to gamble over the Internet will patronize 
legal domestic Web sites even if they have to pay taxes on the 
winnings. 

I believe we should regulate Internet gambling, but we should do 
so effectively. We should not subject any single business sector to 
the sole or principal responsibility of doing the bulk of the enforce- 
ment work, whether it is the banking industry in this bill or the 
Internet service industry, as we tried in prior bills. There are ways 
to regulate Internet gambling effectively, and a study commission 
to develop those ways is the best way to come up with them. 

And, again, Mr. Chairman, I thank you for holding the hearing 
and look forward to the testimony. 

Mr. Coble. I thank the distinguished gentleman from Virginia. 

We have been joined by the distinguished gentleman from Utah. 
While not a Member of the Subcommittee on Crime, Terrorism, and 
Homeland Security, he is a Member of the full Judiciary Com- 
mittee. And we have been joined, as well, by the distinguished gen- 
tleman from Michigan, the Ranking Member of the full Committee. 

And, Mr. Conyers, if you have a statement, I will be glad to rec- 
ognize you. 

Mr. Conyers. Thank you, Mr. Chairman and Members of the 
Committee and our distinguished witnesses here. 
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I think we have to come far more specifically to grips about the 
issues raised, particularly by the gentleman from Virginia, Mr. 
Bobby Scott. 

Now, gambling is going on now; it is out of the barn, so to speak. 
But when you start doing something as futile as carve-outs and a 
ban on racing, you are on a slippery slope that is going to create 
more problems. 

Let me just make a few points, and I will probably not use my 
full 5 minutes. 

First, this measure claims to ban all forms of online gambling, 
yet specifically exempts betting on horse racing, pay-to-play fantasy 
sports. State-owned and -operated lotteries. And so, we are doing 
a picking and choosing of which gambling activities to sanction 
while disapproving many others; and I will be looking carefully to 
find out how we arrived at the decision of which gambling will be 
sanctioned and which won’t. 

Number two, the bill is not likely to lead to any meaningful re- 
duction in the current number of Americans that place bets on line. 
Isn’t that what the legislation ought to be about? Major financial 
service organizations already employ the bill’s main enforcement 
mechanisms, and Americans can easily circumvent those prohibi- 
tions by using third-party payers or even foreign banks. 

Third, by eliminating a customer’s access to the U.S. financial 
services industry, this bill may inadvertently make worse the most 
pressing dangers posed by the Internet gambling industry. After 
all, credit cards play a vital role in determining an individual bet- 
tor’s wagers and tracking potential earnings and losses. By prohib- 
iting their use, we effectively lose access to this key information. 

And finally, the bill proposes to establish a complex regulatory 
system for banks that is unworkable. It is all but impossible to 
comply with. And under the provisions of the bill, banks would be 
asked to determine whether a transaction occurring online was ille- 
gal or legal based upon the type of gambling activity involved and 
where the location of the transaction occurred, and whether or not 
the transaction involved interstate commerce. 

Now, let’s be real, my friends. If we really want to gain effective 
control of the online gambling industry, we must regulate it. Estab- 
lishing a partial ban, allowing some forms of gambling to continue 
without the benefit of adequate checks and balances only will make 
the current situation much worse. 

And I thank you. Chairman Coble, for allowing me to get these 
remarks in before our witnesses start their commentary. 

Mr. Coble. I thank the distinguished gentleman from Michigan. 

Gentleman, it is the practice of the Sufcommittee to swear in all 
witnesses appearing before it; so if you would, please stand and 
raise your respective right hands. 

[Witnesses sworn.] 

Mr. Coble. You may be seated. 

Let the record show that each of the witnesses answered in the 
affirmative. 

We have four distinguished witnesses with us today. Our first 
witness is the Honorable Bob Goodlatte, whom I have previously 
mentioned. Representative Goodlatte serves the Sixth Congres- 
sional District in the State of Virginia and was first elected to the 
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Congress in 1992. He is currently cochairman of the Congressional 
Internet Caucus. He was selected by Speaker Hastert to serve on 
the House Republican Cybersecurity Task Force. 

Prior to serving in the Congress, Representative Goodlatte was 
a partner in the law firm of Bird, Kinder & Huffman, and he is 
an alumnus of Bates College and the Washington and Lee School 
of Law in Virginia. 

And the statement about you, Mr. Goodlatte, is missing a con- 
spicuous ingredient. You also serve as Chairman of the House Agri- 
culture Committee, unless there has been a change that is not 
known to me. 

Our second witness is Bruce Ohr, Chief of the Organized Crime 
and Racketeering Section at the Justice Department. Previously, 
Mr. Ohr served as Assistant U.S. Attorney for the Southern Dis- 
trict of New York and Chief of the Violent Gangs Unit in that of- 
fice. He also worked as an associate at Ohr, Harrington and Sut- 
cliffe. Mr. Ohr received his undergraduate and law degrees from 
Harvard. 

Our third witness is Mr. John Kindt, Professor at the University 
of Illinois School of Law. Previously, Professor Kindt was employed 
in several State and Federal Government positions, and he also has 
served as a Senior Fellow at the London School of Economics. 

Professor Kindt’s research has resulted in over 30 articles in the 
areas of legalized gambling’s economic impacts. He has earned sev- 
eral graduate degrees in law and business, including an MBA, a JD 
and an SJD. 

Our fourth witness is Mr. Sam — sir, help me with your surname. 

Mr. Vallandingham. Vallandingham. 

Mr. Coble. Mr. Vallandingham is Vice President and Chief In- 
formation Officer at the First State Bank. And headquartered 
where, Mr. Vallandingham? 

Mr. Vallandingham. Barboursville, West Virginia. 

Mr. Coble. Thank you, sir. Prior to serving in this capacity, Mr. 
Vailing — try me one more time. 

Mr. Vallandingham. Vallandingham. 

Mr. Coble. It is really not that difficult — worked as Data Secu- 
rity Officer and Vice President of the Mortgage Department. He is 
also a member of the Independent Community Bankers of America 
where he serves on the Payments and Technology Committee. 

He was awarded his undergraduate degree from Florida State 
University and his graduate degree from Louisiana State Univer- 
sity. 

Gentlemen, it is good to have each of you with us. And as I pre- 
viously informed you, there will be a vote upcoming. We comply 
with the 5-minute rule here, as you all have previously been told. 
And when you see the amber light illuminate on the panel in front 
of you, that is your 1-minute warning. 

And then, when the red light appears, that is when the ice on 
which you are skating has become very thin. We will not unduly 
punish you; however, at that point, if you could wrap up, we would 
be appreciative. 

Now, Mr. Goodlatte, I am told that you have another engagement 
at what time? 

Mr. Goodlatte. Three o’clock, but I need to leave before that. 
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Mr. Coble. We will start with you and you can depart, and if we 
are still going, you are welcome to come back. 

Mr. Goodlatte, you are recognized for 5 minutes. 

STATEMENT OF THE HONORABLE BOB GOODLATTE, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF VIRGINIA 

Mr. Goodlatte. Thank you, Mr. Chairman, for inviting me to 
testify before this Subcommittee on this very important issue. 

Gambling on the Internet has became an extremely lucrative 
business. Numerous studies have charted the explosive growth of 
this industry, both by the increases in gambling Web sites avail- 
able and via industry revenues. Internet gambling is now esti- 
mated to be a $12 billion industry, with approximately 6 billion 
coming from bettors based in the United States. It has been re- 
ported that there are as many as 2,300 gambling sites. 

Virtual betting parlors have attempted to avoid the application 
of United States law by locating themselves offshore and out of our 
jurisdictional reach. These offshore fly-by-night Internet gambling 
operators are unlicensed, untaxed and unregulated, and are suck- 
ing billions of dollars out of the United States. In addition, Internet 
gambling can serve as a vehicle for money laundering by organized 
crime syndicates and terrorists. 

Contrary to what many in the gambling community would lead 
you to believe, gambling is not a victimless activity. In fact, the 
negative consequences of online gambling can be more detrimental 
to the families and communities of addictive gamblers than if a 
bricks-and-mortar casino were built next door. 

The anonymity of the Internet makes it much easier for minors 
to gamble online. Furthermore, online gambling can result in ad- 
diction, in bankruptcy, divorce, crime and moral decline just as 
with traditional forms of gambling, the cost of which must ulti- 
mately be borne by society. 

In fact, I have been contacted by a constituent in my district 
whose son fell prey to an Internet gambling addiction. Faced with 
insurmountable debt from Internet gambling, he took his own life. 
Unfortunately, financial ruin and tragedy are not uncommon 
among online bettors. 

Traditionally, States have had the authority to permit or prohibit 
gambling within their borders. With the development of the Inter- 
net, however. State prohibitions and regulations governing gam- 
bling have become increasingly hard to enforce as electronic com- 
munications move freely across borders. 

Currently, Federal law already prohibits interstate gambling 
over telephone wires. However, because the Internet does not al- 
ways travel over telephone wires, these laws which were written 
before the invention of the Internet have become outdated. H.R. 
4777, the “Internet Gambling Prohibition Act of 2006,” brings the 
current prohibition against wireline interstate gambling up to 
speed with the development of new technology. It also makes clear 
once and for all that the prohibition is not limited to sports-related 
bets and wagers. 

In addition, H.R. 4777 will add a new provision to the law that 
would prohibit a gambling business from accepting certain forms of 
noncash payment, including credit cards and electronic transfers. 
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This bill also provides an enforcement mechanism to address the 
situation where the gambling business is located offshore, but ac- 
cepts money from bank accounts in the United States. The bill also 
provides an additional tool to fight illegal gambling by giving Fed- 
eral, State, local and tribal law enforcement new injunctive author- 
ity to prevent and restrain violations of the law. 

H.R. 4777 will return control to the States by protecting the 
rights of citizens in each State to decide through their State legisla- 
tures if they want to allow gambling within their borders. The reg- 
ulation of intrastate gambling is within the jurisdiction of the 
States. So this bill leaves the reflation of wholly intrastate bet- 
ting or wagering to the States with tight controls to ensure that 
such betting or wagering does not extend beyond their borders or 
to minors. 

While my legislation prohibits online, interstate gambling, it does 
not overturn previous act of Congress that address gambling. This 
is a strong antigambling bill that also protects the rights of States 
to determine what is and what is not prohibited within their bor- 
ders. 

The opponents of this legislation have a lot to lose. Offshore on- 
line gambling Web sites are cash cows, and the greed that propels 
these companies leads them to solicit bettors in the U.S. despite 
the fact that the Department of Justice already believes this activ- 
ity is illegal. The greed that motivates many of these offshore es- 
tablishments has also motivated nefarious lobbyists such as Jack 
Abramoff to spread misinformation about previous attempts of the 
Congress to ban online betting. 

Internet gambling is a serious problem that must be stopped. 
The Internet Gambling Prohibition Act will help eliminate this 
harmful activity before it spreads further. 

I am happy to answer any questions from Members of the Sub- 
committee and address some of the misrepresentation that is al- 
ready occurring about this legislation when that opportunity arises. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Goodlatte follows:] 

Prepared Statement of the Honorable Bob Goodlatte, a Representative in 
Congress from the State of Virginia 

Thank you, Mr. Chairman, for inviting me to testify before the Subcommittee on 
this important issue. 

Gambling on the Internet has become an extremely lucrative business. Numerous 
studies have charted the explosive growth of this industry, both by the increases in 
gambling websites available, and via industry revenues. Internet gambling is now 
estimated to be a $12 billion industry, with approximately $6 billion coming from 
bettors based in the U.S. It has been reported that there are as many as 2,300 gam- 
bling sites. 

Virtual betting parlors have attempted to avoid the application of United States 
law by locating themselves offshore and out of our jurisdictional reach. These off- 
shore, fly-by-night Internet gambling operators are unlicensed, untaxed and unregu- 
lated and are sucking billions of dollars out of the United States. In addition, Inter- 
net gambling can serve as a vehicle for money laundering by organized crime syn- 
dicates and terrorists. 

Contrary to what many in the gambling community would lead you to believe, 
gambling is not a victimless activity. In fact, the negative consequences of online 
gambling can be more detrimental to the families and communities of addictive 
gamblers than if a bricks-and-mortar casino was built right next door. 

The anonymity of the Internet makes it much easier for minors to gamble online. 
Furthermore, online gambling can result in addiction, bankruptcy, divorce, crime, 
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and moral decline just as with traditional forms of gambling, the costs of which 
must ultimately be borne by society. In fact, I have been contacted by a constituent 
in my district whose son fell prey to an Internet gambling addiction. Faced with in- 
surmountable debt from Internet gambling, he took his own life. Unfortunately, fi- 
nancial ruin and tragedy are not uncommon among online bettors. 

Traditionally, States have had the authority to permit or prohibit gambling within 
their borders. With the development of the Internet, however, state prohibitions and 
regulations governing gambling have become increasingly hard to enforce as elec- 
tronic communications move freely across borders. 

Current federal law already prohibits interstate gambling over telephone wires. 
However, because the Internet does not always travel over telephone wires, these 
laws, which were written before the invention of the Internet, have become out- 
dated. H.R. 4777, the Internet Gambling Prohibition Act, brings the current prohibi- 
tion against wireline interstate gambling up to speed with the development of new 
technology. It also makes clear once and for all that the prohibition is not limited 
to sports-related bets and wagers. 

In addition, H.R. 4777 will add a new provision to the law that would prohibit 
a gambling business from accepting certain forms of non-cash payment, including 
credit cards and electronic transfers. This bill also provides an enforcement mecha- 
nism to address the situation where the gambling business is located offshore but 
accepts money from bank accounts in the United States. The bill also provides an 
additional tool to fight illegal gambling by giving Federal, State, local and tribal law 
enforcement new injunctive authority to prevent and restrain violations of the law. 

H.R. 4777 will return control to the states by protecting the right of citizens in 
each State to decide through their State legislatures if they want to allow gambling 
within their borders. The regulation of intrastate gambling is within the jurisdiction 
of the states, so this bill leaves the regulation of wholly intrastate betting or wager- 
ing to the states with tight controls to ensure that such betting or wagering does 
not extend beyond their borders or to minors. 

While my legislation prohibits online, interstate gambling, it does not overturn 
previous acts of Congress that address gambling. This is a strong anti-gambling bill 
that also protects the rights of States to determine what is — and is not — prohibited 
within their borders. 

The opponents of this legislation have a lot to lose. Offshore online gambling 
websites are cash cows and the greed that propels these companies leads them to 
solicit bettors in the U.S. despite the fact that the Department of Justice already 
believes this activity is illegal. The greed that motivates many of these offshore es- 
tablishments has also motivated nefarious lobbyists such as Jack Abramoff to 
spread misinformation about previous attempts of the Congress to ban online bet- 
ting. 

Internet gambling is a serious problem that must be stopped. The Internet Gam- 
bling Prohibition Act will help eliminate this harmful activity before it spreads fur- 
ther. I am happy to answer any questions the members of this subcommittee may 
have regarding this legislation. 

Mr. Coble. And you are to be congratulated. You beat the illu- 
mination of the red light. 

So the pressure is on you, Mr. Ohr. Mr. Ohr, good to have you 
with us. 

STATEMENT OF BRUCE G. OHR, CHIEF OF THE ORGANIZED 

CRIME AND RACKETEERING SECTION, UNITED STATES DE- 
PARTMENT OF JUSTICE 

Mr. Ohr. Good afternoon, Mr. Chairman, Ranking Member Scott. 

Mr. Coble. Pull that mike a little closer to you, Mr. Ohr. 

Mr. Ohr. Good afternoon Mr. Chairman, Ranking Member Scott, 
honorable Members of the Subcommittee. Thank you for inviting 
me to testify today. 

I would like to commend Congressman Goodlatte, as well as Con- 
gressman Leach and Senator Kyi for their efforts and long-standing 
commitment to provide law enforcement with additional tools to 
combat Internet gambling. Today, I am happy to offer the views of 
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the Department of Justice on H.R. 4777, the “Internet Gambling 
Prohibition Act of 2006.” 

I would like to begin by noting that the Government continues 
to investigate and prosecute illegal Internet gambling. Two recent 
examples: In January of this year, the U.S. Attorney’s office in St. 
Louis announced a $7.2 million settlement with Sporting News to 
resolve claims that the Sporting News promoted illegal gambling 
from 2000 through 2003 by accepting fees for advertising illegal 
gambling. 

In April of last year, the U.S. Attorney’s Office in the District of 
Massachusetts indicted 13 individuals on racketeering charges 
which included allegations that the enterprise used an offshore 
gambling office and that customers placed bets over the Internet. 
The operator of the offshore gambling office has pled guilty. 

I would like to say that the Department supports H.R. 4777 for 
several reasons. This legislation clarifies and strengthens our posi- 
tion that section 1084 of title 18 applies to both telephone and the 
Internet. 

This bill increases the penalties for a violation of section 1084. 
It prohibits the acceptance of credit cards for Internet gambling. It 
provides a civil enforcement mechanism to enforce that prohibition, 
and it provides a method to cut off the transfer of funds to and 
from illegal Internet gambling businesses. 

The Department does have some concerns about certain provi- 
sions of H.R. 4777 that may weaken current law, that may allow 
some Internet gambling from the home. We view the existing stat- 
utes as prohibiting interstate bets or wagers including bets or wa- 
gers on horse races. We have previously stated that we do not be- 
lieve that the Interstate Horse Racing Act amended the existing 
criminal statutes. We are currently undertaking a criminal inves- 
tigation related to potential violation of law regarding this activity. 
We would have concerns about any change in the law that could 
be construed as permitting interstate wagering on horse races. 

We are also concerned about the definition of intrastate for the 
purpose of exempting certain Internet gambling transactions from 
the reach of 1084. The definition focuses on the location of the 
bettor and the betting facility, but ignores the routing of the Inter- 
net communication placing the bet. Under current law, the routing 
of the Internet communication is of great importance in deter- 
mining whether the transmission is in interstate commerce. We are 
concerned that the proposed definition might weaken existing law. 

While we welcome the bill’s provision of an injunctive remedy to 
restrain any person from paying or assisting in the payment of ille- 
gal Internet bets and wagers, we have concerns over the bill’s limi- 
tation or the type of injunctive relief that may be obtained against 
an Internet service provider. We believe that Federal Rule of Civil 
Procedure 65 should be the sole standard used by courts in consid- 
ering whether to grant injunctive relief and what form that relief 
should take. 

We are concerned that H.R. 4777 permits gambling from the 
home, as this raises issues about gambling by minors and compul- 
sive gambling. We have concerns about the requirement for the se- 
cure and effective customer verification and age verification set 
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forth in the bill. Online gambling businesses cannot see the cus- 
tomer to do onsite age verification. 

Furthermore, the residents’ verification requirements set forth in 
the bill may not be sufficient to ensure that the bettor is, in fact, 
physically located in the same State as the gambling business 
when he makes his wager. 

The Department believes that Internet gambling should remain 
illegal. We are concerned about Internet gambling because of the 
potential for gambling by minors and compulsive gambling, the po- 
tential for fraud and money laundering and the potential for in- 
volvement by organized crime. 

And to cite one example from this area, in January, 2005, the 
U.S. Attorney’s Office in New York’s Southern District of New York 
indicted 17 defendants in an 88-count indictment for running an il- 
legal gambling business that included both telephone and Internet 
wagers being placed with offsite betting facilities both in the 
United States and abroad. The principals in this scheme are al- 
leged to be associates of the Gambino organized crime family of La 
Cosa Nostra. 

Thank you, Mr. Chairman. 

Mr. Coble. Well, you too beat the red light. 

[The prepared statement of Mr. Ohr follows:] 
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Statement of Bruce G. Ohr, Chief 
Organized Crime and Racketeering Section 
Criminal Division 

United States Department of Justice 
Before the U.S. House of Representatives 
Committee on the Judiciary 

Subcommittee on Crime, Terrorism, and Homeland Securit}' 
April 5, 2006 


Good morning, Mr. Chairman, Ranking Member Scott, and Honorable 
Members of the Subcommittee. Thank you for inviting me to testify today. My 
name is Bruce G. Ohr and I am the Chief of the Organized Crime and Racketeering 
Section in the Criminal Division of the Department of Justice. I would like to 
commend Congressman Goodlatte, as well as Congressman Leach and Senator 
Kyi, for their tireless efforts and longstanding commitment to provide law 
enforcement with additional tools to combat Internet gambling. Today, I am 
pleased to offer the views of the Department of Justice on H.R. 4777, the Internet 
Gambling Prohibition Act. 

Since the Department of Justice last appeared before you on this topic, we 
have continued investigating and prosecuting illegal Internet gambling. For 
example, in January 2006, the United States Attorney’s Office in St. Louis 
announced a $7.2 million settlement with the Sporting News to resolve claims that 
the Sporting News promoted illegal gambling from early 2000 through December 
2003 by accepting fees in exchange for advertising illegal gambling. As part of 
this settlement, the Sporting News will conduct a public service campaign to 
advise the public of the illegality of commercial Internet and telephonic gambling. 
On April 1 1 , 2005, the United States Attorney’s Office of the District of 
Massachusetts indicted 1 3 individuals on racketeering charges, which included 
allegations that the enterprise used an offshore gambling office in San Jose, Costa 
Rica and that customers of the enterprise's sports betting business were able to 
place bets over the Internet and through the use of a toll-free telephone number. 

The operator of the offshore gambling office was Todd Westerman, who pled 
guilty on January 10, 2006. Two other defendants have also entered guilty pleas. 
The trial date for the remaining defendants has not yet been set by the court. 
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The Department of Justice generally supports the efforts of the drafters of 
H.R. 4777 because this legislation amends an existing criminal statute and it 
applies equally to wagering over the Internet and over the telephone. While the 
Department believes that 18U.S.C. § 1084 already encompasses both types of 
wagering, the proposed amendments in H.R. 4777 strengthen our position and 
assure the continued viability of Section 1084 into the future. Further, the 
Department also supports the proposals to increase the penalty for a violation of 
Section 1084, to prohibit the acceptance of certain forms of payment, such as credit 
cards, for Internet gambling, and to provide for civil enforcement action against 
such activity. Finally, H.R. 4777 also provides law enforcement with a method to 
cut off the transfer of funds to and from illegal Internet gambling businesses. 

The Department of Justice, however, has concerns regarding some of the 
provisions of H.R. 4777, including that sections of this proposal may weaken 
current law and standards and that it would also permit gambling over the Internet 
from the home and favor certain industries over others. 

The Department of Justice views the existing criminal statutes as prohibiting 
the interstate transmission of bets or wagers, including wagers on horse races. 

The Department is currently undertaking a civil investigation relating to a potential 
violation of law regarding this activity. We have previously stated that we do not 
believe that the Interstate Horse Racing Act, 15 U.S.C. §§ 3001-3007, amended the 
existing criminal statutes. H.R. 4777, however, would change current law and 
amend Section 1084 to permit the interstate transmission of bets and wagers on 
horse races. H.R. 4777 also permits “intrastate” wagering over the Internet 
without examining the actual routing of the transmission to determine if the 
wagering is “intrastate” versus “interstate.” Under current law, the actual routing 
of the transmission is of great importance in deciding if the transmission is in 
interstate commerce. The Department is concerned that these two proposals 
would weaken existing law. 

The Department also opposes provisions in the bill that weaken or alter 
existing federal law or standards pertaining to civil injunctive relief. The Justice 
Department believes that Rule 65 of the Federal Rules of Civil Procedure should 
be the sole standard used by courts in considering whether to grant injunctive relief 
and what form this relief should take. Rule 65 is the well-established standard that 
Federal courts use in all cases in which a party is seeking injunctive relief. That 
provision leaves it to the discretion of the district court judge to determine on a 
case-by-case basis what form the relief should take. Proposed subsection 
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1 084(i)(3), however, limits the relief that can be granted against an Internet service 
provider. The Department believes that the judge who has reviewed the specific 
evidence in the case should have the authority, as he or she currently does under 
Rule 65, to fashion the appropriate remedy or relief. 

The Department is also concerned that H.R. 4777 permits gambling from the 
home, which raises issues about gambling by minors and compulsive gambling. 

We also have concerns about the requirement for the “secure and effective 
customer verification and age verification to assure compliance with age and 
residence requirements.” Unlike casinos, online gambling businesses cannot see 
their customers in order to do onsite age verification. The exception for intrastate 
wagering in subsection 1084(d)(1) requires that the bettor be physically located in 
the state at the time that the wager is made, not that the individual be a resident of 
that state. Verifying residence would not be sufficient to meet this requirement. 

For example, if only state residency is subject to verification, an internet gambling 
customer could be a resident of the state but be physically located in another state 
when the wager is made. Further, under this verification requirement the State 
must have the verification system, not the gambling business. This implies that the 
verification would not be occurring at the time of the actual transmission of bets 
and wagers. Even if this requirement were changed to verification of physical 
location, however, the Department believes that further study is needed as to 
whether existing technology can address compliance where a bettor places bets 
using his or her cell phone or laptop computer using a WiFi or similar wireless 
internet access. 

As the Department has stated on prior occasions, we also have concerns 
about compulsive gambling and other deleterious effects if Internet gambling is 
permitted. Because it is so easy to access and use, Internet gambling could 
exacerbate the problems and temptations facing compulsive gamblers. For 
example, the United States Attorney’s Office in New Mexico recently charged a 
bank executive with fraud charges for stealing $5 million from Union Bank. The 
executive pled guilty to a criminal information charging him with felony theft, 
embezzlement or misapplication of funds. 'ITie executive admitted that he used 
most of the money to fund Internet gambling accounts. 

As we have noted on several occasions, as a general matter the Department 
believes that Internet gambling should remain illegal. The Department of Justice is 
concerned about Internet gambling because of the potential for gambling by minors 
and compulsive gambling, the potential for fraud and money laundering, and the 
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potential for involvement of organized crime. For example, a recent indictment 
charged members of the Uvari group, which included associates of the Gambino 
Organized Crime Family. The Uvari Group established wagering accounts for 
their customers with off-site gambling business and the customers placed bets on 
horse races and other sporting events over the internet and the telephone. 

We also are concerned that this bill would permit interstate wagering by the 
horse racing industry. Under H.R. 4777, other industries could only conduct 
intrastate wagering. As expressed earlier, it is the Department’s view that the 
Interstate Horseracing Act did not change Section 1084. H.R. 4777, however, 
expressly permits interstate wagering on horse racing. The Department questions 
why, under the provisions of H.R. 4777, one industry will be able to accept 
interstate wagers while other industries that are also regulated by the states cannot. 

Finally, the Department of Justice also has some drafting concerns with the 
legislation, including several of the definitions slated to be added to Section 1081. 
For example, since the definition of the term “bet or wager” requires that the 
activity be “predominately subject to chance,” we are concerned whether this 
definition is sufficient to cover card games, such as poker. In addition, the 
definition of the term “information assisting in the placing of bets or wagers” 
should include the receipt of information by the gambling business from bettors or 
third parties, and not just information sent by the gambling business. For example, 
as drafted, the receipt of line information would not be covered. 

Conclusion 


On behalf of the Department of Justice, I want to thank you again for 
inviting me to testify today. We thank you for your support over the years and 
reaffirm our commitment to work with Congress to address the significant issue of 
Internet gambling. I am happy to answer any questions that you might have. 
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Mr. Coble. But the pressure shifts to Mr. Kindt. 

You won’t he unduly punished if the red light heats you Mr. 
Kindt. 


STATEMENT OF JOHN W. KINDT, PROFESSOR, 
UNIVERSITY OF ILLINOIS 

Mr. Kindt. Thank you, Mr. Chairman. I don’t know of any aca- 
demic who can do this in under 5 minutes, but I will give it a try; 
and I would ask for your kind permission for my written remarks 
be included in their entirety, if you would, sir. 

Mr. Coble. Without objection, it will be done. 

Mr. Kindt. Thank you, Mr. Chairman, Members of the Com- 
mittee, participants and guests from the U.S. House of Representa- 
tives and the U.S. Senate. Thank you for your kind invitation to 
testify before the Committee. 

Internet gambling destabilizes U.S. national security and the 
strategic economic base. This is a State Department issue. And I 
would like to raise your eyes a little bit beyond the Beltway and 
look at this from an international perspective. This was brought be- 
fore the full House Committee on the Judiciary before 1995 as an 
issue. 

Some of the problems with Internet gambling are, first, Internet 
gambling destabilizes U.S. and international economies. Secondly, 
it destabilizes and threatens the financial systems of the United 
States and the international economic system. 

Third, it destabilizes U.S. national security in the fight against 
terrorism. Fourth, it destabilizes military readiness. Fifth, it cre- 
ates and facilitates new criminal activities. 

Sixth, Internet gambling fuels the fastest growing addiction 
among young people, gambling addiction. Seventh, Internet gam- 
bling creates enormous socioeconomic costs of $3 for every $1 in 
benefits. 

And finally, Internet gambling creates and facilitates Govern- 
ment corruption in the United States and throughout the world. 
Internet gambling causes immediate harm and irreparable harm to 
the entire U.S. public. 

If you would reference the first overhead, you will see that we 
have a headline here, back in 1996, “40 Economists Sided Against 
Internet Gambling.” Can you get 40 economists to agree on any- 
thing? Well, they agree on this. This is a slam dunk. Gambling is 
lose-lose for the public. It is $3 in costs for every $1 in benefits. 

For examples of sworn testimony by professors, academics docu- 
menting the immediate and irreparable harm caused by Internet 
gambling and the advertising of such activities, I have appended 
statements from three expert witnesses, including myself, sworn 
testimony from a California case; and I would direct you to that, 
to those affidavits.! 

Like drug addiction, the harms to the public are commonly re- 
ferred to as the ABC’s of legalized gambling, socioeconomic impacts 
caused by gambling activities via cyberspace and particularly via 


^See also Denver University Law Review document at http:! Iwww.ncalg.org /library ! 
studies%20and%20white%20papers / economics / kindtjoydenverlaw.pdf 
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the Internet include new addicted gamblers, new bankruptcies and 
new crime. 

If I could have the second overhead, please. 

The second overhead here is from the Michigan State, Detroit 
College of Law, Law Review. You can see there at the bottom — this 
is an older statement — talks about the teen population being ad- 
dicted. And at the top, in the upper right-hand corner, it talks 
about the crack cocaine of gambling. Now this is a terminology that 
sociologists — this is not my terminology; and you can see that 
Internet gambling is well known as the crack cocaine of creating 
new addicted gamblers. 

In the case of these concentrated and multiple electronic gam- 
bling devices, the accessibility and the new acceptability, that is, 
the legalization to the public, dictate that new pathological, that is, 
addicted, gamblers will double from approximately 1 percent of the 
public, increasing to 2 percent. Similarly, the new problem gam- 
blers will double from approximately 2 percent to 4 percent of the 
public. 

With the categories specifically focused on teens and young 
adults, these rates are virtually doubled again to between 4 percent 
to 8 percent combined pathological, that is, addicted, and problem 
gamblers. Children, teens and young adults conditioned by the 
Nintendo phenomenon are already demonstrating double the path- 
ological and problem gambling rates of the older adult population 
who matured without video games and without accessible legalized 
gambling venues. 

Accordingly, the 1999 Gambling Impact Study Commission rec- 
ommended that there be no legalization of Internet gambling, actu- 
ally called for a prohibition and that the U.S. laws criminalizing 
gambling over the wires be strengthened and expanded to other ju- 
risdictions. I am sure you are familiar with this report. 

Gambling industry spokespersons have frequently referred to 
Internet gambling as the killer application of Internet technology 
because Internet gambling is crack cocaine to addicting new gam- 
blers and because the feeder market is every living room, work sta- 
tion and school desk. 

What are the strategic solutions? It is to eliminate Internet gam- 
bling problems and other gambling problems by transforming those 
gambling facilities into educational and practical technology facili- 
ties, thereby stabilizing international financial institutions. Instead 
of legalizing the casino slot machine establishment at a failing 
racetrack in 1997, the Nebraska legislature bulldozed the race- 
track, cut out all the gambling and made it into an extension of the 
University of Nebraska and a high tech office park. And they just 
expanded that facility. 

On October 27, 2005, the Illinois House of Representatives voted 
67 to 42 for the Senator Paul Simon memorial bill, one of the ini- 
tial sponsors of the National Gambling Impact Study Commission. 
This bill was to recriminalize the Illinois casinos. It passed the 
House; it is currently awaiting action in the Illinois Senate. 

Similarly, suggestions have been made to recriminalize gambling 
facilities in other States and transform the gambling facilities into 
educational and high tech assets instead of giving the gambling in- 
dustry tax breaks. 
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On December 6, 2005, Pennsylvania Representative Paul Clymer, 
with 32 cosponsors, introduced a bill to recriminalize the Pennsyl- 
vania casinos. 

Finally, in conclusion, the immediate strategic solution to elimi- 
nate or curtail many of the problems caused by gambling activity 
is a total ban on Internet gambling activities. Socioeconomic history 
demonstrates that the eventual solution to the U.S. and inter- 
national gambling problems is to recriminalize gambling, wipe the 
slate clean and transform gambling facilities into educational and 
practical technology facilities. 

Thank you, Mr. Chairman. Thank you. Committee. 

Mr. Coble. And I plead guilty for having been very naive. I 
should have known a professor could not have wrapped it up in the 
5-minute time frame, but you didn’t do too bad. 

Mr. Kindt. I did the best I could. 

[The prepared statement of Mr. Kindt follows:] 
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TESTIMONY OF JOHN WARREN KINDT^ 

Mr, Chairman, Members of the Committee, participants and guests from the U.S. House 
of Representatives and the U.S. Senate, thank you for your kind invitation to testify before the 
Committee. 

This Statement will address the following issue areas: 

A. Internet Gambling Destabilizes U.S. National Security and the Strategic Economic Base; 

B. A Summary List of Problems with Internet Gambling; 

C. The Socio-Economic Impacts of Gambling Activities via the Internet, Cell Phones, and 
Cyberspace; Immediate and Irreparable Harm; 

D. Are Electronic Gambling Games and Slots “Fair” to Patrons?; and 

F. Strategic Solution to Eliminate Internet Gambling Problems and Other Gambling Problems: 
Ban Internet Gambling and Transform Gambling facilities into Educational and Practical 
Technology Facilities; Stabilizing International financial Institutions. 

In this testimony T have cited to my own work only as introductions to the hundreds of 
source materials cited in the footnotes. These sources can be referenced by researchers. This 
Committee has my permission (and the permissions which 1 have already received from the 
publishers of my articles and the attachments herein) to reprint and distribute any or all of the 
articles authored by myself on gambling issues. In PDF format, these articles are available at 

A. Tnleniel Gamhling Deslahilizes U.S. National Securily and the Sliategic Economic Base 

During the 1990s, the international economic and diplomatic ramifications of the spread 
of U.S. gambling technologies throughout the United States and the world were outlined in an 
article written at the su gg estion and under the auspices of fonner Secretary of State Dean Rusk. 
The article was: John W. Kindt, If.S. Security and the Strategic Economic Base: The 
Business Economic Impacts ofl.egalized Gambling Activities, 33 St. Louis U.L.J, 567-584 
(1995), reprinted in National Gambling Impact and Policy Comm 'n Act: Hearing on H.R. 497 
before the House Comm, on the .Judiciary, 104^'* Cong., f' Sess. 519-27, 528-45 (1995). 

As commonly utilized by U.S. State Department analysts, the McDougal/Lasswell 
methodology for policy-oriented decision-making highlights these strategic problems with the 
spread of U.S. gambling technologies. 

Monetary interests promoting Internet gambling have long referred to Internet gambling 
as the “killer application” of the Internet, the world wide web, and cyberspace, including cell 
phones (hereinafter referenced collectively as “Internet gambling”). See, e.g., William H. 


' Professor, Uim'. 111. at Urbana-Champaign. B.A. lf>72. William & Mai>-; J.D. 1976. MBA 1977, U. Ga.; LL.M. 
11978, SJD 1981. U. Va.; Associate. Program in Anns Control. Disanuanieiii. and Imeniaiioiial Seciirilv, Uiiiversiiv 
oflllinois. Professor Kindt Las laught at the University of Illinois since 1978, and he lias piiblislied ov cr 70 
aeadciiiie articles inlaw reviews, public policy jounials, and ccoiioniics journals. Over 20 of these articles have 
dealt with gambling issues, and they arc available in PDF formal at nww./ujnilry.oi-g gamhimgre.seorch 
To a\ oid conllicts of iiiLeresl. Professor Kindt and several academic colleagues do not accept consullail fees or 
honoraria for work in gambling resetirch aretis. Tills StJitement should be imerpieted as representing only the 
individual views of the author, Richard D. Barritt and Tai G. Schuler prov ided valuable editorial assistance in 
preparing ilris Stalcmcnl. 


Page 1 



22 


Bulkeley, I'eeling Lucky? Kkctwhics is Bringing Gambling mio Homes, Resiavrants and 
Pkmes, Wall Si, J., Aug, 16, 1995, at Al, 

Internet gambling places electronic gambling at every work station, at every school desk, 
and in every living room. The phrase “click your mouse, lose your house” is a common phrase 
at academic conferences and state legislative hearings analyzing Internet gambling. 


B. A Summary List of Problems with Iniernel Gambling 

1. Internet gambling destabilizes U.S. and international economies. John W. Kindt & 
Stephen W. Joy, Iniernel Gambling and the Deslahilizalion of National and 
International Economies: Time for a Comprehensive Ban on Gambling Over the 
World Wide Web, 80 Di;nv, U.L, Rl:v, 1 11-153 (2002), 

2. Internet gambling destabilizes and threatens the financial systems of the United States 
and the International Economic System, See. e.g., John W, Kindt & John K, Palchak, 
Legalized Gambling T Deslahilizalion of U. S. I’ inancial Inslilulions and the Banking 
Industry: Issues in Bankruptcy, Credit, and Social Norm Production, 9 EmoryU. 
Bankruptcy Dev. J. 21-69 (2002) (lead article). See also, John W. Kindt, The 
Business-Kcofiomic Imfxtcts of Licensed Cashio Gambling in West Virginia, 1 3 W. 
Va, U. Inst, Pub, Aff. 22-26 (1996) (invited article), updated and reprinted from, 

'I he National Impact of Casino Gambling Proliferaiion: Hearing Before ihe House 
Comm, on Small Business, 103d Cong,, 2d Sess, 77-81 (1994) (statement of Prof. 

John W. Kindt). 

3. Internet gambling destabilizes U.S. national security in the fight against terrorism. 
John W. Kindt & Anne E.C. Brynn, Desiruciive Economic Policies in the Age of 
Lerrorism: Governmeni-Sanctioned Gambling as L'jicouraging I'ranshoiinda/y 
Economic Raiding and. Destabilizing National and. International Economies, 16 
TEMPLE INT’L & COMP. L.J. 243 (2002-03) (lead article). 

4. Internet gambling destabilizes military readiness. See, e.g., John W. Kindt, Gambling 
with Terrorism and U.S. Militar)> Readiness: Time to Ban Video Gambling Devices 
on U.S. Miliiary Bases and Fac/lilies?, 24 N. ILL. L. Rev. 1-39 (2003) (lead article). 

5. Internet gambling creates and facilitates new criminal activity. See generally, John 
W. Kindt, Increa.sed Crime and Legalizing Gambling Operations: The Impacis on the 
Socio-Economics of Business and Government, 30 CRIM. L. BULL. 538-555 (1994); 
John W. Kindt, ihe Lailure to Regulale the Gambling Indiislry Lffeclively: Incentives 
for Perpetual Non-Compliance, 27 S. 111. U.L.J, 221 -262 (2002) (lead article) 
[hereinafter The Failure toRegi.ilate Gambling']. 

6. Internet gambling fuels the fastest growing addiction among young people - 
gambling addiction. See John W. Kindt & Thomas Asmar, College and Amateur 
Sports Gambling: Gambling Away Our Youih'^, 8 Villanova Si’Oins & 
ENTERTAOSIMENTL.J. 221-252 (2002) (lead article). 

7. Internet gambling creates enormous socio-economic costs of $3 for every $ 1 in 
benefits. John W. Kindt, The Costs of Addicted Gamblers: Should the States Initiate 
Mega-Lcnvsaits Similar to the Tobacco Case.s?, 22 Managerial & Decision Econ. 
17-63 (invited article). 
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8. Internet gambling creates and facilitates government corruption in the United States 
and throughout the world. See geiK’rully, J ohn W . Kindt, FoUcne the Money: 
GcmbHng, Ethics, and Subpoenas, 556 Annals (Dr the Am. Academy of Political 
& Soc, Sci ,, 85-67 (1 998) (invited article) [hereinafter Follow the Money], 

Callously capitalizing on the 9-11 tragedy, U.S. gambling lobbyists slipped into the 2002 
Economic Stimulus Act what the Nevada press termed a $40 billion federal tax break for slot 
machines and other electronic gambling devices. Tony Batt, Tax Break fur Slots OK ’d, Las 
Vegas Rev. J., Oct. 16, 2001, at 1. As of last fall, those tax write-offs were still in force and 
gambling interests were lobbying for extensions and increases. John W. Kindt, Inlenialiofially, 
the 2T' Century Is No Time for the United States to Be Gambling With the Economy: 'Taxpayers 
Subsidizing the Gambling Industry and the Dehactn Eliminalinn of All Casino Tax Revenues via 
the 2002 Economic Stimiilm Act 29 Oiikd N. Univ. L. Rev. 33-394 (2003) Gead article). 


C. The Socio-F.conomic /m/xicls of Gambling Activities via the Internet, Cell Phones, and 
Cyberspace: Immediate and Irreparable Harm . 


Internet gambling causes “immediate harm’' and “irreparable harm’’ to the entire U.S. 
public. For examples of sworn testimony by professors/academics documenting the “immediate 
and irreparable harm” caused by Internet gambling and the advertising of such activities, see 
Expen Opinions of Earl Gnnols, John Warren Kindt, and Nancy Petty Cisneros v, Yahoo (Case 
No. 04433518, Calif Superior Ct. San Fran., filed Aug. 3, 2004) [hereinafter Cisneros], 

However, U.S. businesses continue to provide venues for advertising illegal internet 
gambling in the United States. See 18 U.S. C. § 1084 (the “Wire Acf‘); Matt Richtel, Wall S(. 
Bets On Gambling On (he Web, N.Y. Timi:s, Dec. 25, 2005, at A1 (The U.S. Justice Department 
reaffinned that “online gambling [is] illegal.”). 

In one California example, a private attorney general action on behalf of the public has 
been brought as a class action “against the major Internet search engine websites which advenise 
illegal Internet gambling in California.” Cisneros, infra. Complaint, at 1 . 

The primary irreparable hanu resulting from advertising gambling activities and the 
resulting gambling consists of pathological gambling, which is comparable to drug addiction. 
Pathological gambling is recognized as an addictive behavior, specifically an “impulse control 
disorder.” Am, Psych i Al kie Ass’n, Diagnostic and Sta i'isi ical Manual ok Mkn i ai, 
Disorders, sec. 312.21, at 615-18 (4^'' ed. 1994) [hereinafter DSMIV], The American 
Psychiatric Association (APA) lists 10 diagnostic criteria for pathological gambling. By 
definition, a “pathological gambler” evidences “[pjersistent and recurrent maladaptive gambling 
behavior as indicated by five (or more)” of the 10 criteria. DSM IV, infra, at 618. By definition, 
a “problem gambler’ evidences up to four of the criteria. 

Like drug addiction, the harms to the public (commonly referred to as “the ABCs” of 
legalized gambling’ s socio-economic impacts) caused by gambling activities via cyberspace and 
particularly via the Internet include: 

(a) new addicted gamblers. 
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(b) new bankmptcies, and 

(c) new crime 

Por the most authoritative analysis of new crime costs linked to the accessibility and 
acceptability of gambling, see Earl L, Grinds, el. ai. Casinos and Crime (1999, as updated 
2005), forthcoming academic publication as Earl L, Grinds & David Mustard, the Curious Ca.se 
of Casinos and Crime, 88 Rhv, Econ, & S'l At, 28-45 (2006). A table of the authoritative 
academic studies highlights that the socio-economic public costs of legalized gambling activities 
are at least $3 for every $1 in benefits Earl L. Grinols & David B. Mustard, Business 
Brofirahilit}’ versus Social Profitability: Evaluating Inchistries with Externalities, I he Case of 
Ca.sinos, 22 Managerial & Dec. Econ. 143, 153 (2001) [hereinafter The Case ofCasinos\ 

This 3: 1 ratio has been the ratio for many years. See, e.g., The Nalional Impact of Casino 
iJambling Proliferation: Hearing before the House Comm, on Small Business, 103 d Cong. 77-8 1 
&nn. 9. 12(1994). 

For the definitive book in these issue areas, see Earl L. Grinols, Gambling in 
Amkiuca: Cost s anoBkmkhis (Cambridge Univ. Press 2004). Por summaries and tables of the 
major studies of the socio-economic harms, see John W. Kindt, The Costs of Addicted Camblers: 
Should, the States Initiate Mega-Linvsuits Similar to the Tobacco Cases?, 22 Managerial & 
Dec. Econ. 17, 44-63, App. Tables A1-A14 (2001) [hereinafter Mcga-Lcw.wto]. See also, 
Nat’t. Gamrt.inct Impact Study CommisstonEtnaf, Report chap. 4 (June 1999) [hereinafter 
NGISC Pinal Report]. For a summary of the socio-economic costs of gambling aaivilies as 
presented to Congress, see Testimony and Prepared Statement of Professor John Warren Kindt, 
Before the U.S. House of Representatives Comm, on Resources, 109^'' Cong., 1^ Sess., Apr. 27, 
2005 (App. Tables). 

In the case of concentrated and multiple electronic gambling devices (EGDs), such as in 
casinos and racinos {i.e., EGDs at racetracks), the “accessibility” and new “acceptability” (/.c., 
legalization) to the public dictates that the new pathological {i.e.. addicted) gamblers will double 
from approximately 1 ,0 percent of the public, increasing to 2 percent. Similarly, the new 
problem gamblers will double from approximately 2 percent of the public, increasing to 4 
percent. When the category is specifically focused on teens and young adults, these rates are 
virtually doubled again to between 4 percent to 8 percent combined pathological and problem 
gamblers. See e.g., Durand F. Jacobs, Illegal and Undocnmetiled: A Review of Teenage 
Gambling and the Plight of Children of Problem Gamblers in America, in COMPULSIVE 
Gambling: Theory, Research, and Practice 249 (1989). 

These “doubling increases” have reportedly occurred within the gambling facilities’ 
“feeder markets.” NGTSC Finai, Ri ;por i , mfra, at 4-4 (50-mile feeder markets); John W. Kindt, 
Diminishing or Negating the Multiplier Effect: The Transfer of Consmier Dollars to Legalized 
Gambling: Should a Negative Socio-Economic "Crime Multiplier” be Included, in Gcmibling 
Co.st Benefit Analyses?, 2003 Mien. Stai i'DCL L. Riw. 281, 312-13 App. (2003) (35-mile 
feeder markets) [hereinafter Crime Multiplier], John Welte, St. Univ. N.Y. at Buffalo, 2004 
Study (10-mile feeder markets). 

Gambling activities via cyberspace and particularly via the Internet eliminate the radial 
feeder markets around the casino EGDs and maximize the accessibility and acceptability factors 
for gambling (and concomitant social negatives) by placing EGDs in every living room, at every 
work station, and at every school desk. Children, teens, and young adults conditioned by the 
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Nintendo phenomenon are already demonstrating double the pathological and problem gambling 
rates of the older adult populations who matured without video games and without the accessible 
legalized gambling venues. Jacobs, 

Accordingly, the 1999 U.S. National Gambling Impact Study Commission recommended 
that there be no legalization of Internet gambling and that the U.S. laws criminalizing gambling 
over the wires be strengthened (.see 18 U.S.C. § 1084, the “Wire Act”). The Commission also de 
facto recommended that the laws criminalizing Internet gambling be redrafted to eliminate any 
ambiguities and to establish a virtual ban on gambling in cyberspace. NGISC Final Ricpor i , 
infra, recs. 5. 1-5.4. The U.S. Gambling Commission also highlighted that EGDs were 
commonly referenced by the psychological community as the crack cocaine of creating new 
addicted gamblers. See, e g., NGISC Final Ri :p()R1', infra, at 5-5; V. Novak, I'hey Call it Video 
Crack, Timk. June 1 . 1 998, at 58, The Commission reported testimony that Internet gambling 
magnifies gambling addiction. 

Irreparable harm as a result of advertising Internet gambling devolves from the 
phenomenon that there are large increases in the numbers of pathological and problem gamblers 
once EGD gambling becomes accessible and acceptable. The legalization of new gambling 
venues since 1990 and the addictive nature of gambling have led to substantial increases in the 
numbers of Gamblers Anonymous groups, which are modeled after Alcoholics Anonymous 
groups. 

Gambling industry spokespersons have frequently referred to Internet gambling as the 
“killer application*’ (a.k.a. “killer app") of Internet technology because Internet gambling is crack 
cocaine to addicting new gamblers and because the feeder market is every living room, work 
station, and school desk, for a summary table showing the various studies reporting the 
disproportionate revenues which various types of legalized gambling take from pathological and 
problem gamblers, see Mega-!.awsuils, infra, at 25, Table 1 (compiled by Professor Henry 
Lesieur). 

Increasing numbers of experts and clinicians studying pathological gambling have 
reported that when a new person is “once hooked” they are “hooked for life.” See. e g., 

Mind.sori, Colorado Lottery 1996. The salient points are that: ( 1 ) these are new pathological 
gamblers, and (2) these gamblers may be addicted for life (although in remission in many cases). 
A fortiori, gambling via cyberspace and particularly via the Internet intensifies these problems - 
a substantial number of which will be irreparable, especially when interfaced with children, 
teens, and young adults. See, e.g.. David P. Phillips, etal.. Elevated Suicide Levels Associated 
with Tjegalized Gambling, 27 SlJlcii)i:& Lll li-TllkliMLNlNtlBlillAV, 373, 376-77, & Table 3 
(1997), 


D. Are Electronic Games and Siot.t “Fcrir” to Patrons? 


Issues have arisen involving how “slot machines*’ are programmed and whether the 
astronomical odds aie “fair” to patrons. '‘The Insiders” for Gambling Lcfw suits: Are the Games 
‘‘Fair ” and Will ( 'asirtos and Gambling Facilities be Easy Targets for Blueprints for RICO and 
Other Causes of Action?, 55 MkrckrL, Rkv, 529-593 (2004) (lead article). See also. 
Subpoenaing tnformalion from the Gambling Industry: Will the Discovery Proce.ss in Civil 
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LawsuUs Reveal Hidden VinloHom Including the Racketeer Influenced and Corrupt 
Organizations Act?, 82 OrkgonL. Rkv, 221-294 (2003) (lead article). Coupled with pandemic 
regulatory failures, these issues of "fairness” have been exacerbated. See The Failure to 
Regulate Gambling, infra; Follow the Money, infra. 


K. The Feeder Market Impacts of Internet Gambling 


The Final Report of the Congressional 1999 National Gambling Impact Study 
Commission called for a rnoratorium on the expansion of any type of gambling anywhere in the 
United States. Although tactfully worded, the National Gambling Commission also called for 
the continued prohibition of Internet gambling and the re-criminalization of various types of 
gambling, particularly slot machines convenient to the public. 

Some of the negative impacts of casinos, electronic slot machines, and Internet gambling 
are detailed in the appendix to the article. Diminishing Or Negating The Multiplier Tiffed: The 
Transfer of Consumer Dollars in Legalized Gambling: Should a Negative Socio-Fconomic 
"Crime Mnlliplier" be Included in Gambling Cost Benefit Analyses? , 2003 Mich Si . DCLL. 
Rev. 28 J -3 13 (lead article). The circle "feeder market” chart and sources documentation follow 
this written testimony. 

In his classic book entitled Economics, Nobel-Prize laureate Paul Samuelson 
summarized the economics involved in gambling activities as follows: "There is ... a substantial 
economic case to be made against gambling. First, it involves simply sterile transfers of money 
or goods between individuals, creating no new money or goods. Although it creates no output, 
gambling does nevertheless absorb time and resources. When pursued beyond the limits of 
recreation, where the main purpose is after all to 

“kilT’ time, gambling subtracts from the national income. The second economic disadvantage of 
gambling is the fact that it tends to promote inequality and instability of incomes?' Paul 
Samuelson, Economics 245 (10*^' ed.). Furthermore, Professor Samuelson observed that "[j]ust 
asMalthus saw the law of diminishing returns as underlying his theory of population, so is the 
Maw of diminishing marginal utility’ used by many economists to condemn professional 
gambling.” Id. at 425. 


F. Strategic Solution to FTiminaie Internet Gambling Problems and Other Gambling Problems: 
Transform Gambling Facilities into FAucaiional and Practical Technology Facilities: 
Stabilizing International Financial Instilulions 


Instead of legalizing a casino/slot machine establishment at a failing racetrack in 1997, 
the Nebraska legislature bulldozed the racetrack and made it into an extension of the University 
of Nebraska and a high-tech office park. John W. Kindt, Would Re-Cnminalizing US- 
Gamhling Pump-Prime the Fconomy and Could US. Gambling Facilities Be Transformed into 
Educational and High-Tech Facilities? Will the Legal Discovery of Gambling Companies ' 
Secrets Confirm Research Issues? 8 Stanford J.L., Bus. & Fin. 169-212 (2003) (lead anicle). 
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Thereafter, as pro-gambling interests returned to Nebraska they were repeatedly rebutTed 
by the academic community, which was exemplified in one instance by 40 economists publicly 
rejecting new gambling proposals that would "cannibalize” the consumer economy. Robert 
Dorr, 40 Economists Side Against More Gamhiing, Signers: Costs Likely Higher than Henepts, 
Omaha Wori.d-Hrrat.d, Sept. 22, 1996, atBl, 

On October 27, 2005, the Illinois House of Representatives voted 67 to 42 (with 7 voting 
“present”) for the Senator Paul Simon memorial bill (as it is popularly referenced) to re- 
criminalize the Illinois casinos via H.B. 1920, sponsored by Representative John Bradley. The 
companion Senate bill is currently awaiting action in the Illinois Senate Rules Committee. 

Similarly, suggestions have been made to re-criminalize gambling facilities in other states 
and transform the gambling facilities into educational and high-tech assets - instead of giving the 
gambling industry tax breaks. On December 6, 2005, Pennsylvania Representative Paul Clyraer 
(with 32 cosponsors) introduced H.B. 2298 to re-criminalize the Pennsylvania casinos. 

Casinos and gambling parlors would generally be compatible with transformations into 
educational and high-tech resources. For example, the hotels and dining facilities could be 
natural dormitory facilities. Historically, facilities built for short-term events, such as various 
World’ 5 Fair Expositions, the 1996 Olympic Village (converted to facilities for the Georgia 
University system), and other public events have been transformed into educational and research 
facilities. 

The immediate strategic solution to eliminate or curtail many of the problems caused by 
gambling activities is a total ban on Internet gambling aaivities. Socio-economic history 
demonstrates that the eventual strategic solution to U.S. and international gambling problems is 
to re-crimmalize gambling and transform gambling facilities into educational and practical 
technology facilities. 
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■ Lid., Pub. V 
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SBtei, Wmen-S 1828 27i8 Oiimeslers toento tte “abyss of niii” camsed by ganblmg.* CWymg 

|tety!»=sotbs,ml6.fen»«la«demio*l«ymd,o»somomt«.»»a«<»^ 

.pproximalely 25 yoass ago,’ The goal of »oat d«ificata is to provide orimmKvo aad mrtodi, 
atotasivo oateBod» of J>ann. CaWEOiias tormfU OOMeqooaoos itat have befll ideiltUied Inol.l*; 

I soicide; bantoiptoy. crime, SmiuMs ari employmOTMolatod iMin, illjioss. social service coS., aad 

toily-mla«lhi«in:A<Brftotber»omlhesocWoo!UofgovermMdilwtt.gutoeoomd 

j of abased dollars.’ ,1 

5, SuioWorisritavtoaiimdmdnd'slossotlsijesmKofiaoacyaMimbili^ 

the wee to S«d>le » >1“ >«'' “ i»tol<»Wo bwdea <«» “ perceived to bo relievod only in 

j deat BaattnpKy is iclalM to He degree Of ftamClal distess canned by gomHbg losses.’ lost ns 
1 resomoes desmiyed in a tenocial caplosioo arc pemomenlly !». to society for obei uses, tanteptoy 
removes resources fiotn society in Ihc-bintoptcy legal process, " '*=1' ™posmE losses on creditors 

I yvho are not pmi Membws of soeioty,inclndng those who do not gamble, oapodcnco erimevelated 

tamiftlByateaoviodm«torimindnetMtj,U~koconaedioi.h™ 

gambling. PaUroIogiciil' gambliug is a recognized impnkc control disorder of the DiaginjMie and 
Stmlstioal Manual (DSM-W) of the American Psychialrlc Association. Coimmiliig Ulegal acts 10 
liiumoe gambling is 'one of the recognized symptoms. Many studies have ptMicized lie onme 


II' Waiien.CainllneM.<l«28). '‘" t’f'Simlh'ovri. 

TrwiA. Boston: 3- Shaw. 

n® modem study of Wdates to Robert M. Politzer, JamesS. Monow, and ^Aa BJUavey 
mva. ■ fil namblifttt ood thc Cost-Benefit/Effscliveness of 


llwational Confermce on GamWingaad Risfc*tal^. 

See Grimls, Earl L i” Omened' Costs and Benejiis, Kew York: Cambridge 

UniveiKty Press, M04, pp. 131-146. 

Causes, Implicadons & Solutions.” KJUJkctt^wn, NJ.: Author; MjcheJie ^^^51 

^ ‘T^ohalB^lmiptcr TkeNewAmcricaoPastinw?” 

„ W NicholsandTho^GeirettpOOsi ”Pc.CBmQsiaq)ortBOTkTOptoV7 

of St I^&'Woddiig Paper Series #2005-019A: Mark NidiD!s.(:k£ffltSutt._a^ David Giacop^si I 
■' (20(W). “Casino Ogling and Banktupicyia New Una®d States Casino JunsdicUons, Journal of. 

Socio-Economics, 29,-247-261- 


of dr. earl GRINOLS-IN SUPPORT OF PLTFpS’ MOT FOR PRBl JMINARY INJUf^GTtON 
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c<ai3ii^e!iess''r>f-gan^img. For iefampte, Sie 19901v!srylmd' of fcteaifc and Meatal| 

Kygieos’S siar^ of ^snKera ffi teeatment -found Ihat-fiJ-peicent coimnx-tlsd Hlcsgal aits as arrault rf: 
tfliBiTgaiKblmgafldSS |>srce£!tliadbe€ne1ia£®edw1th ecifuIii^ o£rea<3es,* Asinsilstt-sajrvey ofniesyiy dQD 
'members- of Oamblei’s Anonjroous sho'wx! 57 pement- admisfed slealmg to-fioaace- dteii-- 
gambling^ ^/Ibreoveriihesmou&^eiieiiotemalL Oaai«jmgcth6y3toleS13S.OO&,s*ndtotaldiefl’rtaas 
ovbt S30 ttdOioa^ Ibie Natiot^ <^nibling topact Study Commissioa^s fiaai lepoit issued in Jttae 
15>99 report that smos^ those^fldKs did not ^mble (Imd not f^^ted in the past year} on?y ? perceiiM: 
bad eveclwim inaarssrafed. ln aontr^V3anred5aalihTee'tjm®i1ihisaTHolseT(2S.4p£rBent>ot'hdividiia!s; 
wbo hadbem patkslogiEai'gaB^lgis at any point d uring ibeir li^tme bsd been incaiKSKited B^ismsss 
aed si3iji1o3^aeiifc-re|eted hana include cos^ sudi es lost piodustlTdty on the job and direct busmeas 
expenses. A fina limt osast Sre.an embe22ia3g employee, hiie end r^m -a replacement sufiers 
urqjarable barm rektive to the altecnathre ■wlia:e the firing did sxrt -kke place. Depression- slre;^ 
lektod li1aess.4ad ckdiovascuinr disccdeis aie mo(Kig ths lilnsss^ -Ihal imve bscu Ued to gamblings 
Social semes costs leiaie primarily to gcrvommesii, assistenoe mcluding tbempy aad lieaimont -co^ 
unemployEsnt, -welfaie and food benefits, Chita sad spousal abuse rae anrong fiKs famiiy banns. 
GamblingMstoricaily has been a ■vehicle for fraud, soaiis, taid dstise. IT adopted as a Is-^ aetivity, 
latemct gsmbling -will require g^vciaimcnr overaght aiid regolstioo. Db'eot jcgulatory coSei, like 
governRiait costs fijTihe aft-emmih-of August 2Q0S liumcaiieEsiriss£5,repsesens real rrssouic© kirdeSS’ 


^ hfeylsEid IX^afta3«iil of Hedsh mkI Mental Hyi^iens, Alcohol aj»d 'Dnji Abuse Adiinffise:alioin.| 

(1990). FmalR^ort:TaskFf:^ceonG£mbIm}i4(i(l^hnlnM(3yi(S{t4-'B^iimss: Au^r. 

^ Henry Lesigoi oflheJmtitute <rf^Jhx(ttem Gambik^ Ijs^iK^ttel^lonsl GaiobUB^Imp^at Study 

Commission, Atlar^c-.C%, New Teisey Jsmary 22. 199S. 


Nalsonai- CjambSJng Impact Study CesnmissioB. {1999).- i^tfenal Gambli^ knpaci Study 
Coim!aBaonFiajdReport(fEneI8). Wa^ongioa: USGPO. - 

llse faUowing iiews account desciUjes a basiness-ielided eost of gamhlmg. “A 64-year-Did 
iBc^ ofseyen pleaded gnaty Tuesday to ^abezzling $298,000 Sam l^ertqjiQyer-dnvingitokof 
business — to feed her sJed mschins babit.- T.-araa. A. Issrldh, -^sdio jives ia Stseijoygaii Cctmty . . . 
_ (Wisconsin). . . esnboszied Ok; money fiomlbe Keitto Mcrams Employees Ccedtt Unit®. &ver a 1 0-yem' 
iperiesd.’' MlWii&es Aii^.ist-!lOflO. - ’• ■ . : , 


DEG Of PR. EASL-GHINiXS IN ^JOSTOF PLIEFS’ MDT FOR E^dMiNARY lNJUNCtiON‘- 

■ T.rsrii?-';-. -'"T':: 

-i-s'-l-i'C- ■ - - ■‘‘‘S''. . 
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H. Grime coisseqaeoces are bIso detemaned imaigh snalj^s of Slime sJ^isiics. llie 
j^vaot^s ts tfissthis sis&od is diract and ~ becai^-it IodIj} at mote diaajust ctjtoss consnitted by j 
problem and patholoj|ical gambicrs — -lucat: inclusave. A. xeceni sUiriv is tbe examinatjac- a£ pgixce 
:ecords, &y Smillu Wyime, and Hartas^ei (2003) ^^ofsiid (fed 4 pecsent of die crime filestbey remew.'ed 
V^c gamblsaf 'Stelotsd ia E&SicHitoii, Aibeita, Cfsiada.^^ “wiat we rsaoo^eted is isrofesMy ! 

only a modest pcrtioa of wlart leaib' occws’^ bKaitse cif variois reporting isswes. - Grincds aad 
MiKtard's (2£K)5), iisiag ff^ mosEcompEeltctisiw dafeset Id date ccTsdag FBI 6s<tex I crime statisdcs 
fesi the eafire Uai^ States. &<i that 8 peraent of crime wes tkeresuitof g^bfing La coiusties wbere 
Cla^]IIestabIi&hiDesats w@‘e,p^eitt.“ , , ■ ■ , 

; p. ' TheioUovriagtebleBtiimtuirisfistheiegntesofScsriiaalsti'idisscowtagdjfikentKaies 
fisidijisies.^ A cosaparable tableau be comtnicted for probiemgamblfsa. Acc©R&igto.reseas5iuttie 
iroplicd hsim to Amerie^ socie^ is gieatw fhaa §52 biffioc amaiaULy widi a piefensd nrid range 

esliinate;ofS,43b0iierv0r.Sl65a3id$21.9,Te^eoliYel>%p«:aMt“ • - 

IV, Sxsssmsr^ ^ 

13. Based ob my msearch and kncjwiedge, Giaag HI. gambMi^ and ttie mtem^ 
adveiti'semeiaisandliRlcsatissijeliBtpnjmDieilcausBiTrspffi^lebarm- ThdrosgiJimdsoflhebanbls 
sL gmficant and 8erio«uB,,p1acmg it with tlie hann of oii^ actlvilses iIkiI' <n^«nd«: hssmful <?xtemaliti9S' 
such as iliegal dnignse tt dmnk drivirg. Crimes cangingifom en±>eszlcmeat to murder are jsnongd^ 


lie^y were 208 g^Wingiedat^ocoturanses out of SlS^view^ files. See Table4, p. 45 cf* 
[Qmy Hturild Wym^, and Tim liaitnagle (3CKB)* “Examiz^g Police Rcsorda to Assess 

I Gai^lmglmpucls: ASto^ofOambiiug-fl^latedCrimem'theCIty ofE^oaton: A StudyPie^tedfor 
|'nieAIbeiiaGaBiingSs$ea^lsfcstititte” March 5 |^. 1-iiL fjsmbl ing srfa'Kd cranes teoded to be a 
iMgber ptopoilaon ofsocie incidefim. For esianple, 130 of482 coui®5SsitmgiHcideBls(27 p^ent) 

I wen; gsm biin^ felataL . . ■ ■ 

ihiti; p- TS'. ' . ' . ; ' . . ■'..■• 

rl Gtinol%EsrfL. andDsividB.Mti5*atd(200S), '‘Cashuw.Qsnjes aad.Comioajuty Costs,” TAs 
iMexiawty Economics andSiatis(ics (C\}i3tiaoiBhi^. 

■Grsieh^^imXf An-lll. ■ . ' 

‘ pp. 175-181. ■ _ ' 


DEC OT DS. EARL GSINOLS IN SljpPOR-f<)P P!?rFES'M01' KOSfRBLlMlNARY IKJUNCTTON 
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STAN S. MALLiSON (IS4I91) 
1042 Bkjwd Ayecus, Siuts A 
■ Lafayette; CA 54549 ' 
Tekpiione: 925/283-3842 
925/283-3426 (fisx) 


SUPERIOR COURT OF HIE STATE OF CAUFORJSIM 
COUNTY OF SA14^ANCISGO 


MARIOCISHEROS, etal.. OnBebalf ef 
AllO&cis Similariy Siaiated, 
and/or foe GenraraJ Public 


Case No. COC 04433538 
GLASS ACn€^ - 


Plamtife, . 


YAHOOS me., etal- 


) EXPERT OPINION OF JOHN WARRB4 ' ■ - 
:) K3NDr:mSUT^RTOF'PIAINTIFFS' 

) RENEWED MOTfO]4 FOR PlUiLlMmARY 
) INRINCTiON 

.)' 

) DA-mACTEON FiLHU: 08/03/04 
-> 


bxpiair opa€«»i of John wark®? Kiwirr iw.sup of pltffs' rene'^'ed mot.fok. miLiMiNARY RMJNCmM ' 



7 3. - liiibldtfc0foltowdngde^Be^S;JJ> intenahaiaalLawandPoiicy,UmversiQ^ofVirflma 

8. LL.M. IhleiMatasnaiLsw, Imiv^arsity of Virg^s, MBA, yiavoisity ufQeoijpa, and LB-Universityof 
-9 Geotgia- .... . . ■ 

!0 - . 4 -, ' IliavobeenactivelyTegeareMi^issuesiavol'/iQggaiiMnjgandtbseGfmoinicajsdsodal 

• 11 impacts of gan^iing fox sswtai years. As ai^ul^liiavepyblisi2edoi'es-20 SKademic articles in law 
.12 revicwsaa well ^ia law aadecGnemics journals* Ihaveieviewednixmrerous fficaK^^ofdefel3dad^s^ 
,13 advfcitisiiigiotateimtlet. ^ 

14 S. .-. ^^asBsctitofxnyrBseaieha^dtmnmf andthegamfeiiagadvsrtisingevjdencelEeviewed. 

•15 j I ha^e fotm^ tite opmloa' tkai dsfeiifeats’ adveitssn^ of gamb ling aoriyjties as <bscrjbed in tbs 
Iti Complaint via ibe Intaroet constitute immediste and Irrepar^ls baim to toe restdeiss of California. i 
17' 6. The jHimary irreparable harm resulting &m advertising gambltqg activitiss aikd toe 

18 ^suiting gEQ&ling consisis of pailxvlo^cal gambling, viliidi comparable to drug addictioD. 

19 Pa!iid,Ggioal ^snbfog is reeogaked as en addictiv© belrasaor, speolfioidiy em-.“inipuJ86 contojl 
: 20 ' [-disorder.,’' Am,PsyohiaaicAss‘'n,Diagnosti0anciStatistica!M5Hs.i3alofMeiMDisQrdsta,see.312.21> 
21 at 6 15’ 1 8 (4th cd., 1 994^ {benmia:3cr DSM !¥]. The American PsycMatiic Asscjclalion ( APA) lists 10 

. 22 dis^^icetie erit^a for patooSogical gamblit^. By ddmitiofl, a ‘^tholagiciii gambler” evldenees- 
23 I “{pjeisislsnt asd tocarrmt ma!ada|Kiye gambling behavior as indicated by five (or more)’' of the 10 
< 24 criteria. DSM rV, ire^o, atSlS.- BydeSaWfins'a^^pTobSEm gambler”evidencesiipto foor tTf&iecriteria. 

, 25 , 7., Iiltedmgaddktic*j,tk;bejti3Stot!k>ptdJ'liC’(«:<»iimonlyTc£eiretlto:as*ihe ABCs’’af 

, 26 legalized gmubirag’s sooiofeconoinic sjupacts) causal by gambling aetmtiBS via oybersphce.aad 
27 parlieulaiiy via ihe hsttsnfst include: 

2S- ,v - (a)-; isew addicted gaoabfcis, .•- ^ ■ 


- EH^BKTOHHJONC®^ JOHM WARJ^KlNDTm SUP OFFLTFFS’nmflEWEnMOT F0B.PEEIJM1NA.-RY mHINGTICS^ 
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- (b^ nBwhasfen^iiieSyasuI - 

(a) rsewerims. ' ' 

FcxthemoKt'a'utborftativeiaiaiysIsofiicwcycMe costsiinksdfothe sccesaiHlity aiidBcceptabilityof 
gamfeimg, S 0 G Sail L. Grinols; et eh, Casieos and Grime (1^9, as tipcfefd 2Q&S% fojraiB'Oaiinfi 

Bcariemic piiblic^oa as EmI L. GriE4>is& i^vid Mustard, Tlie Carious C^s ccf Caslms and Csatie, 

Rsv.' Ecoti. & SiSA. (2006). A table- of ■'tils ra3ti»j24lativs acaderaie stodies M^c^g^-ls-tiiac the soclo- , 

eeojKHmc public ccsts of f^aiizfcd sc^-vitks arc at least S3 for eveiy $.1 in beneOts. SaflX.. 

Grinots & David B. b&stard, Rtiaasss Rofitabflt^ versus Soiriai ProfiiBbtiity: Evaiuarirtg loriastries 
'5viiiiEj£t»jazditie5,The€as6ofCsstncB,^Maaagerisd&-l>cc.EcoE..I43, 153(2<K)l)Pi«swa:ftcr‘nK 
Case of'CsBinosj. 'ihisSi-I'ratioliasbeeittheisriofonnaiQ'yeaffS. 'ifieNeticaiid Impact of 

Cbsuki <^!ubjii%Ibx)>H£;?adaa: before tbs HotJ^Gonaiu. onSnjJdl-BusHiesi, 1034 Ccsiy. 77- 

8l&UQ:9.f2-(l994). ■ ' ..? :■ - , 

8. f((sthcdcf5i3!ivsboo.kiEiti3ese5SB€ai£as,?80'^G?iL.?Jtfeoi5. 
Ciwa;<i»c?i?sa0/?tp(Cambridge‘tfaiy. Pre^20O4>. EorsmaiiuEWS8ad«tWes(rftheia4ossU«t^esof&5 
3sMrio-eoonimEiKrl!arins,3ee Joto'W'. Km^.TlieGosJs of-Addictcd Gjsmblm: Shoaid the States iukiate 
^fega-La■¥v■^ui^a Simite to ihs Tobacco Cases?,- 22. Maaageriai & Dec, Ecoa. 17, '^4-63. App. Tables 

i Al^AH (2001) Pieecinafitsr Mcga^Luwttiits], See also} N’ai’i Gembiing Ii^^aes SttiifyUkfmmsgjiiun 
Fmal Seperf chap. 4 (June 1.999) pserenafer NGlSC'Firuil Sspoff}. For a suiRmaey of &e so^- 
sconwds ccssts of activities aspr^cEted 1o .Coagicss, see Tesiifm>tw Fr^cs-ed^iiteimnt 

ofPfo^ssorJQhn Whi'renKindt, 8«fCitetlieU.S.Rcras^o£Repk-eseaijaive3CoirtE3,oa4escfiwceSj1i05th 
CfE^T ist Sess,, Apr. 27, 1^05 (App. Tables). ■’ 

- 9,. . ',IatiieGascofi:oaccs^ted.a!^mii)tiplcei.ecfroBtcgs©ibE0|de%'ses(B{iDs).Eitcliasiii 

cflrinos aad racinoa {ie,, ECDs al rasesracks), the '‘scofissJIsi^f* and. new (te.i , 

It^dizsiioa) to IliepubMe dictates tbuttiioaewpalholagral (i-e., ^licted) gaiablcis will double fiom 
a^rosdEiateiy 1.0 percent oftis© public, increaaBjgto2pecoem. Stmjla£^,tie.newpEobiamgu3iQis3s 
■wtii double :6:um app'rotdtaateiy 2 pe^ceat of tfee pubMc, meseaai^ to 4 pcrcoit. WIksi fee eafegoiy is 
^edScsallj' fomjsed on .ueetis as^ yotaig adults, fiitse Tal^ are VEto.a3ly doubled a^n to bstws©! 4 
perceai to S pssreent cx^nbined ^tbciogicaLwii problem gatabte, :iee,-e.g,, DutBoriF. Jacdss, Hkgal 


EXPSCT<»‘JNION<:s^JCmWA^IlEN5®4IXFINS!JFeffRTFFS’RK®i^MOrf01tPREUMEKARVrNnMCTK»r' 
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DEC QFm. NANCY PSTRY CN SUPK».T OF E>t.tTBS' MOTK3R_PRELIMmARYlNRJNeDOH ' 
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■ -$se®3Jng prabfcm^ oT K^s?. moods; E&ssdrtg los3«s% raidfflg mois- isr an ¥/j2bank|Sast|' 

.2 losses; lyiag-to cxthefs to ecoceaJ tie oxJeo^ of gambting; comm ittingJilegal acts tx> iiiiaiKs: gambling; 

'3 jecputliziag or loEcg a reMtonship oi fob 1>oca«ge of gambling; atsd relying oa ottos to y^ist 
•4 finKic-lallxwithsiUratioBscansedby'gaiabling, ^ - •■ 

5 1 ' , ■ iQ. of adyerss cffecss ua fbp iadaiGoal pmbler can be aii'mised jroni 'ihs • 

.6 diagno^y raiteria ooflined alMyve. They indudo loss of ^oplojmsens, keaSaips of femtlfis and 
•7 tMeiid^lpa olteabsranse.of di^ast smtoundiag 'financiM Issues CLoreuz VC» Shuifieswjtfi OE. J 
•‘ S Ceim??iia?2:^=^,^fe?t?i^'j^i9S3: l1:67-75;tx)ren2VC,Ya®s;RAJSaRil>««s^elwv- l9S9;5; il3'12% 

. 9 legal diiSSTii^s, AS". McGona^y N. J Ga^Mir^ Studies 1994; 30: 99-127), and • 

. IQ •6raodoaaldisl3es(/b£5’«.?'i<; BfancoC, DomhueS.eialJmfPs^'cMclTylQOi', 158: 1733-1735; 3^by 
I t NM. S Addiedans 2000; S: 163-171). Evidence is alsoaic^aljngtbstpatbolagicBi gamMitig is 
12 assodait^ poor physical J^altk (Pa^saack A¥, Ffeoii^ ¥H,Ar(ih Family }^d 1 9 ^: 8 ; 515^520: . 

• 13. Morasco BJ, v4HiEig«siiK, ?eay.NM Git/* in pte-ss). - ■• . 

14 - 11. Tbeadve^gfi effects of gajiri>ling?»itenddiKotty to ^leasts to 10 other indlvrdmlsftrf 

15 every petbologioai gemWer affected (Lo&singer C, Beetejff L, Odds on the Break Eyen: A Fraciicai 

16 Approach m Gatnifing Awareness. ■199(?; Cani)err, Anstraiia; RciaJionships Au^ralsaj Ino.)- Most 

17 iOflsns tiisssiiiclwdciiHjnedi'ateasjsi-axtsiidsdfeHuly membs^, iw'vraricers^fticnd^ a5cifielghlj£HS,aEd 
is ev^'sfcsiiigers. O&cs kdividualsars MsgaMy impacted by IteSsiiaJcial-cosseqMetiCe ofjsitbological 
J9 gamblingj mciticfeg fencKag money, covering up for flie gambler at wotJk; or being tbe victim of a 

20 gamblisg-reiatolcaims. Spou5escaOTtette¥a^ale<lbylmaaeitdlos6e3,whkhm^mGliidBlar^ctedit 

21 oaM. detfk- ksfoim^ learns fecon and relatives, and debt Lo bfCoJdes. Failwe to pay - 

22 mtaigages ct icait may resiid In loss of tones or svidioos. and about pventy percent of fercatmem 

23 ge^- m g pafliological gamble repon baakrupfeits (Petry MM. AddkAion 2003; 98; 645.455). : 

.24 F^'^diologicaiSBdphygicaixibuseiaalsoGoiiij.isonlnfasmlifisofgainMfsgiMiieUemaKRL.Deii^lticrT, 
'.25 WadmanMG, Tfmi TP, Andfisson J. ./EmsrgeMcy Meii 2002; 23: 307-312}. ' - • 

•26 ,12.- Ciuldren of .palhological gamblers be among the most segsfively impacted. 

27 I pKthoJoglcal gamblers may engage in aggi-essive and violent outbni-aa tovrard th^ oMldtea, siri Ksna 
3S ^■enslB3l&>ffiffudrd^[dmain«Eftttmpt‘tQgSHamoKfSMfiteyfbrgamblmg, Con^areotb children c?f 
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it isclu^efta mooulooc assessment of pathological gmWiag (PetrylsIM, S^nsoo FS_,<iraiit SF. f'CIm. 
FfeycMatry20i)5;6<i;5§4'574). 

15. - Tlwfeatijreeofdiese sjweys eackiisdiide<ife\!yBrthml7Q(f s«spoudeat& wJiidils 

generally ooasidsrBd small for eiitlir^lig piBvdsnce salts of disorders .fcai tj®:ar m relatively law! 
jscportiocsof &6pnputiilioK..Thcy-ate«> aiiliad respoDSSEtdesfhaf aroonttie Iavve!^,'of caiiy S5'-65%. i 
Uie NESAEtC study StiiuoR FS, Grant BF. J CHti P^hiatty 2(^Si ts6: 5^-574), -m’ 

ssj^rast, iaehfeiei dyer 43,000 respondMits stidhad a vsay Mgh sesjpgme ol 

16. •Tka4B3todjes&yadiatesofpaihoiogicaigamblkigiaE^d&omO,4ia2.0%, TFiebtgadi 

SuiJy fiotedths low^i prevdenoe rate (Psryy Nl»^ Sianatm FS, (kmtBP.J CUnPsychUmy K)05s 66: 
•564'5?4>, buiit"was still wOnniheraDgs of the-oiiisr sik\iq/s(Gensieiii.DR^ VblbsrgPA, TaxMT, erj 
al. andSeham&rStu^-.I^pott totht'NaUomlGsmblwglmpacsSiu^ Commsslm. 

1999, CMoagOsIL: WstiOi^Opiznait Research pester; Kajiick Ms SuHsl>, DieimaaT, Hyfeela.T.v^ 
Sifrvey.oJ Amsrlcan Gmiblti^ MUtudsn md Sehavior. 1979; Ann Arbor: Univcrsi^ of NficWgan 
Fj'ess; WsUe.J, 'BurmsG, WiecsnrskW, etui. JStvdies A/cok(il200t:62: 7C)^^~712}vjhcn g riTi5ipgfisg | 
alatistjcally di^ved ccuifideoeo intK'^s, . WHic patiiological gambling afEbcts a.xrfatively smidi 
praportion of Ae tJ-S-pc^iilaion, staeverthefess has slgattioaat setssequmces oiitheindividtjai, Hsnr 
ter members, taid sode^ ^largess delved effljier. ■ 

17. Data suggest, tbm iiKS^ing fioeess to legalised gambling oppottotities has led to a 

coruaMnitaat rise ia tlse pcepoitron of the popislallon esp^cnemg gamblasg pwiblcsHs. gftti 

,co[leagueS'(ShaifaHJ,H3llMN. VaalterBiteJ. AmJPubli&Heaiih..l9^;B9; 1369*1375)usadnig;ta- 
auoiytbrd tedmiques to compare isles d^ved from pievalraioe atudiea coadtsSfoi prior !» 1993, to 
fliiose ceadvttsedbei^'eea 1993 sod 1^, after tlx© iaa:o<Ju€tieaDf©isiM 0 style ganeirnginanumb^af! 
^(es^ Sates of comHned problem (She sab-tE^mstSc tiaeghold cosdi'tiaii') and patfaologcal ganttMlnc 
roscfiom4.44ti in fec'ariiersoKliesto 6.74oin the late* studies. . ' 

f S . iiowever, few iongitiKfeiai atactic tsaesd changes in rates am time wlthit* £ ^edfic 

popMntiott. Three states (COiHjectiost, Iowa, and Mismesc^at ecBitfcueted siaiewido sujv^'S before 
alter inifeuicin of oasinoa. Two of the three ftnind statist.ically- a^iificant mes'sases in proijlcari or 
pnfeoiogics! gamWi with advent of casMts (EmsisoE MO> LawMsrgaaiC. J :l?fn^'Rs, 

: ' . ^ . '... . • . . -5- 
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1996; <2: 291-304; RA, Gmsbimg and Problem Vest^ing in lewcs;.' A R^iiiceriitjs Hludy. 

3995; Roaring aptingj PA; GeEnsniRcstandii VoIIscts RA, Sfeaduiaa HJ -f^od/efs Gambling Inlaym. 
1989; Delmar, Nil!: ftjSst^.Rsscai;!! .^syLi^s,Isss;‘'^EFA Smrsy Researcb Qroiip, LesieiitK. j 

TfecsBgjsoBW. A Stuf^ CQntxming the ^'eets.ofLe^lised GatfMingim^ Cittzensofthe Ska«aj\ 
CmnscUcui. J997: Neivis^toa. CT^ State of Conaecilcta Depajtt!ner*t of Re^'enxw Services, Division of i 
Rieyenoe}, li amore iocaljzed, stxtdy, 1999; 94: 1449-I466im've5/ed 

iiidiv^itals pesldifigm thelTia^rnFaik areavnft ^ qieiBiig of a ladal caskio, and ttiey a^lbwd 
KSfeSeaily sigoificam incr^a^ in bothpiobiem andpaftiola^cal gambimg. Ini^^eZyladouc^ei 
fi/. (Laoouce-'nrR^JBcqussCjFeriatKiFsGfeci'axlCaRadcBs.f/'.'^cfa'aiiO^ 1999;44:8ft2"^4li5kewise 
found sBtistic^fy stoiiSeant Increases (andaiinosts doublatg of rates) Qfpaihniagical gamilfogas 
^mbiiag l^cain© more emt^dd^ in that c'ul'm'e. 

19. Morcov©', tlie NatlonaJ Ciaiabiing Inipa;^ Stody Cotaraksioa (199^, Accessed at: 
goviiifo.Hfei ay .-dn£,edii/ ag3SC/’cepa!ts/MdlEpt.htsBy found that the WgliestratMiof pafeologicai gambimg 
oeoiirred in gj^flest prexhnify to casinos. Sitcilar eBects are noted in Caitada. f .'<?«: «t»l. (Gd;fBJ, YuK, 

jASS TO, Ladouc«urR.OEnaj&jaJPjfweA;(Si?;5/200.1; 50; 213-217) repor^sd^SttissligbeatpreyaltHajs 

rates- of EsSsoiagiCo! gaffiblkig were in.prtmnses -widi the highest denaties of eJec^mfc gambliag 
mai.dimes. FnfthecraoTe. in rix often oKimiumriefl surveyed indie U.S.,th5 advent of easinns wss 
a^oeiated wf)j aa inoteafle indomosua vioIeiKc ssiseB (Gerr?J‘«/«£'it Valherg S./i, ToeshdT, eial-. 
GmnhUng Impact and Bchar^lor Asscfy: Re^fort to rfe GcaPhlU^ Impact Stuify Commssiort. 

3 999; Qticj^o, IL; Katicmai Ppjiion ResrarcSt Centct). . 

ZO. Pedt^s among tbs most troubJiag stseiMcs are. dioss refoted s^idea; Pteliipa 
(Phniipg DB, 'W©!^ WR, SKSSth MM. SuicMe & Life 'Threatening Bshnviar iWJi 27: 373-37B} sotol 
that Las Vegas fiss the fc^isst rate of suicide in ^ nation, both among its teadente and vfetoia. in 
AUa^c Cily, a ferge iiiarease in suicide rates ocssuted coaciSiiitmt wMi the opet^ of casinos. 
CampbeB ei al, (Ctot^bellF, biGunostsd, hs&&:fl:}D8atk&Dpfngi999)Z'i-. 235-239) esje^sd^iie 
irapuct ofipneasfegoppoitiusides to gOTiHemIx>uisi50!a- They comp^edsuidilerates between 19®. 
1990 and 1994-19$5,'aadfound.Mgb rat'^ofiaiBinpIo>in.«ntaaap;K:^ife^j«idhigon.thefot6esy 
were sig ta g easti?. ^socKrted ’.yhi baseased rates .of smeide ' 0 .ver ^ tinis period . McChiny & at 
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t(McQeasy GhswS^SY, yiasSlY,]SlapoJi^aa2o C.„i^jc«/e tS-Xi>^ T^s-eaHmiag Behavior- 2QQZ-. 52; 
209-22 i) evaluated sitidd^retes in l,4!l 13. S- mtEopoKtEsn srsas befbrs and after tto adveat of casinos, 
jafld ibuDd apD^iJdvBe<m'el8tim,bel\yeetsidiep!»£aa»eofmsffiws'aad'S!jiqxdeEB6es''ae-v?3ii. 

2 i . , Pa&oiogicai gambKsg, end its adverse cotsseqaeaces, is los^e liteiy lo iaipact csrteiji- 

subgtoaps (Petty NMi’£efj4dssgleaj Ckmibj5)ig:£ti0iogy, Comoi^tidity, & Ttscsi^r^'2^^\ Washisiton, 
!iC.> American Psyckslogkai Aasooialiim Press. Bte Cbi^te? 4 ibr d^^). IjiAdrtuaiJy evesy 
prevalesice survey^ ageindcmle g&rtder sterisfc for ^^diopcal gsmtbling. fladidarid 

ethnie minori.ties also develop gambling froMoms at hi^et rafesaia^ merttbers of tbe majorky race'. 
Finailyi suckiecoTtormc gtatisisimked'wfth dse devafopmatt fii'paliiQiogical 8 ; 85 ablit!g„ tnerfe^ed 
aceos to gambSag oj^crtiairBes ansy be espeaisBy 'troublesome for lower sneome tndivKiiisk. Wi^ 
t}» iDtrodueden ©/ tbe nEdteuai- bltet>- in, »94 in Uie United Kingddai,' for exjtai^e. Cbm 
li&Keigue (Qttasl.., McKieigacP.^ifc^ciiWjXOOO' 9$: 959-966>S7Bi«itliktibejnt)portion.(>fhDnsfJi!iids 
j gatnbted more than. 1 0% of their aimual meomsinersnsed si gitificas^y fean 0.4% to 1 .7% Among 

, low-innomehonseioidSj^sHtorsassmia even mote dracEKiilCjirDEQOii^ to ?.2%. 

33. ‘ ■ LpUesies, ligwem-i^asly attract a suiriype of g^anblers, siirf fowpalhoiogioaJ ^Ejiblecs 

endorse tortayganblksastbeii’ moat tFQij.blesntnegsQbiiiigacth>iiy(PstTy'NM.Js4^7to7?, 2003; 9§; 

445-655), C^siaoshayegBmbb>goppe«teutr.esthsf}attractrnasteverybody, Utay mciide gambling 
I Ifeat is both atrategle. and-isoii-^iirate:^ m natsis, there afeJtowGnd h^tst*C£ betting opportit^fes, ^ 
!irioiediate.acces,5-t3 ■wiiasags is psssibte as ivcli as larger birt mote delayed Winnn^. the 
.hetffiajgeadfy of opftemgig desired to sdte^tmi-eoccfiBra^ gambling 'nehavicifs (Petty NM. Roll JM. 
j»Sew»Jorj -/K Ciimeal 2001; (i: 17-185). and. imperteclly, .Imstnef grumbling 

5!^fpoiatesdl'&,ese features.'' :■'■,•• -■ 

, ' ■ D.,' ' 'fetemes SsnsbUu-g. ■ ■ 

^ 25. Now, a dev/sraisopmsooie^./wMchmay be^B to beakdowji fiie gec^a^oal 
bam«s itosociatod wiltecgsnxj gambling. Tlltee-q-viat^ ofttie US. popafetioEipmseiitty lives a 

SlXHnileradkJsofaeasitiofGm'yg&si).^ J'ciberg:£A, face MT, etoL GninblB^I^pactafuiBshaHoi- 
StKcfy: B.epon to ihii NmfomJ Gambling Mpaci imfy C{inmissi&«. 19^ Chicago, a: National 
.Opimc ‘0 'Rcseaffirb- Cgat«r),'wlHch is still quite a distance, io -tm.yel to gflmbHijg Aboofa abtiiar- 
- -7- 
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j and 65.9?^ sacang, intEvidmIs 'sdio never bet. oil tiae iclsai^i tiMse With iolrequent In’SSttet 
gsrabiing ej^rismce, mid ihosa with more cegul.ar Insei'aes poibfing partiqifsUoii, resp^- tivdy. These ' 
data suggest eitlKir lateraet fcacls to i^obleui ^jiu^jlksg belmvio^,. or mffli,idpals wto 

gamble proWeiuadoaUyatetBore.prai3e to gamMeoa the Mtermst' 

2i. "ihts aiso ^uehidod a rtasidarfized testrunseiit assesdng ^obd gtcoticEKl aed 
physical lisaMu , latemei gprab^gparticiy^oiii even occssiaasl fetemet gambimg, ’b^ sgn i ficamly 
pieca.c-tYe of poor^motfosial health. Reedar MemdgambliugVsfasM^Iyjsrsdicti^'epfpoor physical, 
jliesltli. Ths:.crt>ssr3e5it»4jnal a^re of the study desi^ prev€sits antaKimtandmg t^cansaiiQr <sf fl\ese 
s-dafionshijis, bsit Oscciatasreclsjar that Internet gambling is closely lls^dM?ifeadverseeonseqHeaoes. 

29, Insampleof630coJlegesSDdentsiPetiyl^luT5mbUgheddata):,alaEgerpfttipcjtiotilMd, 
|toi©i latmiftferabilng. Almost 1 ia 5 (IS.J%) stad^tB iad waga^d.oJi ttie i^emet PrCffit^cy of 
Eotemet gsfttbiingpartlojpatira was. again significantly roiated to pathologieal gambiioghehaviots^ wife 

i only 2 .t% of ibe nsrwsr-ioianet ganibl^ Iseing oSa^lied as ??adiokigl«al gamblesa, compared With 
i 2 . 09 'o of those who gambled- o© the istemetbiit less &an .10 times Kid 33 . 3 % of die more K^fer 
i Internet gaEibisas. . - ■ , - 

38. Thus, ibesB studies dasicnsti^e 6s.^x, altlrough lelatively cate In adoft iJophhitiolis, 
[internet gambilr^ is felrly. conmTOttitt youDger cohort^ aod associated teitSi ^iiottcfflaldisltessi «veti 
I am<Mig occ^ijnai Inleinet gsmblstg. More subaiahKal invol'^tanent mth.hitemet gashlAitig is closely 
iii^sd YrfihTathoiogical ^afeli^ bei^viots and Im an. additive aad indep^den^ effect m poor 
jmt^oiial shd physical health. ^ • 

31. , P^'chologtasSly-beaKhy iadjyidiialsjii^Tai^JyigiKSteadYsili&'SfletitsahomliiBrcet 

jgm3blin& ilcwem.pffomoticai^ mtefMs.ahout ifltcirseS'gEimbH^ may hspBstkiilaily ^eetive is. 

I .oncomaging laitial mvolmoait in hjtai-nst gamblfiig-amfingiessTiedthy or ^uhteiai^e jwpui^onsi As 
Qsjted alxive, e%Hin sjccasiotKl Jitemat gasnfeling is annotated wids iucraased cisic fea- jsathologisai 
sibling and poor taBCticffld healfik Siteh sdvertisemDiita may have adverse c^fs^ m 
timiK^Qing or resuming invf-i-\sin^tin Iiit 9 ra 9 t gffiafeimgaRK>ag,patfa(jlQgical gaMjIsis wlto sre tsyhi; 
jtoquitgKi^iiisg^asdstaileiltsjlow. ' . 
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E, , AdvfrftsesEfi®!^ sad Intemef-GissnhlaBf 

32. Adveitising, by hs very .«biqm^ in sbdevy, is profitable. Ko con^any orbuskeasymuld 

I advertise if sucbpiactlces did riot sicr^e ^veaaes aai b^H ^dveJs. Ia-ihs case of Intefca^ garabrag. 
die itmj lieuig aoldls pjaMiBgopponiHutea, isid adverdsing ow the ifttemet kwds -bi-tesaHK, 

tna^nis assodafed wlh ofhsr fofEas 4>f adverlisiag. It diav!.^ people IP dis product, or H 

'wouId.Botliav© grown iat* the industry that it h^. 

^ 33. Sod£%-pIaosgresiri.cii«as on advertisements for itaniis that wccocfiidcietl&aigarsms. 
Exaa^Ies i^Inds ^nstadODS on tbs adverdmi^ of aad t^arettes, wMdi ais prohibited to t tn 

mlBors Bxadca' thsagesof^S assi iS, respecti'vely. Sisiiterly, me rdsamaceiidcsi i&tetiry is heavily 
ooastraiaed 6a terms of its advertomsEt&Qfmedis^oos-yvInAPSs cdy bepr^cribadto mdivi^Js 
■wtfii docrimsiited aie<Sc5ai cordidotss. Advertisements for gon&.and other w^poas rsre simply 
prohibited en television, radio -ajid billbcraTtfa. • J 

34. -Therstiaaaicferthes»ira&iotioi^isajinpk.Adve^iBgissbigb«shsess,and!hisMg 

lajsmess has a n^'oi inspeeton individuais", csjiccjally j-oioig snd •vulaeraNe pa'sras’, potcbasnig- 
decisioES. Haaoe, Epuot ^d cigarette ids are resected hnm Sfnrse televisioo statioas or progcammiog 
hours S3id times fhaS.^ssyouth. The Aiiienoan PabLio Healtii A3SoeKdaaEovoin!:aeat<!oisncii (.4^ 
Puhlfc. Heshh |993j 83: 468-472), the f ederal Trade ComKUssicai--(iS‘e^Hegit^/3?fc>« m the Alixhcl j 
Industo': A RsAavn afJiiditsiry Efforts to AvoidPromotktg Mechel to MK&.iagB Ci5fi?j«n«?'8. ' 

Etmmayy. 1 999; WasMitgScaa, D.C.: T'^deml T»'adsCo3tEmssken>an.d'&e Aroericaji Medioal Assodalion i 
(Xcaih Yaui^ Adxtlis, and AicohAl; Key Fasts imi Prsvmtion ^siegiss. 2<®(3. Ai^ulabls aT 
http-iRW¥.ani^aHsa£n-g/a3m;j)uhMidc1i5/356^^ sdl esaicvtt'tto aieobol'adveF&eajeq^! 

costribtdelotlK wwlissprKid socM asxeptabilky aM festerinitial aad coatiHued drinksEg hetaviw^. ; 

35. Oaffibiing, sbailaxly to alcohol and ci^setfe ri^ge, is illegal for ia&ndi^ls under flW 

i^e of, i 8; ajKi-21 in some sMes. There are two reasous for these age resMcttons. Cuk is tihat problems' 
with gamfaliig arosigiisficanliyhi^rm yostiiaiidynattgach^s relative to aIderpopnlatir»Bs (se#- Pe£>y ' 
jVM Pathshgkal Gmthlmg: EUdogy, ConiQfhmty <& 2065;'WQsliis^n, Di2 • Amtdcsji ; 

P^cholo^cal A^odation Prsss, &r r eviev/). Adolesocnis aad ypimg aiMts exp^isa^ 
l^ddeiDS at2-5l3nigstberaiEs ofold«r.sduite, Further, yoimger one begird gajHbHng. a^ more 


'. ' r)ECOFr3ELNiU>?CY^mYH42tM<:®T.OFPLTFI^’.MO‘rFORPPisIJMINA^YIN/WICrnaH 
.fjidcxl9yS^JlC‘Vfys ■. 
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one is Jo dcwicp a proirfciti wiib gatabliag \q raoi® severe problems ejcteiidliig 
Ihiot^ost a ra^ of areas ofpsydwsoda fiiactioning iBsifge AN, Pieteeak 8K, Mol5m GA, Petry 
■■3 |NlM?iO‘'cMwaJcSgn?i£;ssS-0O4;55; 1457-1439). %., , ' ' . ■ 

4|j 25. Asecoftd.reaaoQforrestrictkirsoaadvettisih^lia'geledtowacdyaiJtlilsbfcavJsetheyBEa 

5, 1 coasder^a vyiiKtabie aad impressaoaabie grOBp, wio insybe moKi pteme Jo btsy or engage tn 

6 I acmife&iliaJ are posllivdy mari^ed. Ir a longltuiliQfll staAy,S!ickson ei a !.- (EHicksoo PL^ Obiiins 

7 I RL, HaiabarasomimH H- MoCsffirey l3tL' AtMtatianldDSz 7.25-14fi) yarj'>m!y a»T<4?o3 frwfe>^.<-hgf' 
S iespusnie to alcohol ads mi 7tli graders predicted both wnaet^d frequency of sfeohoi use fdgradep. 

, 9 I M-'lnlepsT-Mlel .studies ase s»t.yetav£kilabie,for gamblisg advertisemeiits,- esposure to gatobiji^ ad-r 
1.9 1 Hniimg .yt)titliai8y increase fsopemityto gamble) 'Wtucfeiuiuni may be linked dcvelojmietEt of 

1 1 I gantHitig jKtfekm'! stsd the sequel of adwrse ixaiscquwurcs a.^5ijsa5tcd 'wi'fii putbologieei 

12 '■%. 37- . Otla:yulDer5»blepopulaiioBsm«g>’id5obeadTCirsc55’'iJ3q3acsedby3dveitl3ein«Ris. OMerl 
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STATEMENT OF SAMUEL A. VALLANDINGHAM, VICE PRESI- 
DENT AND CHIEF INFORMATION OFFICER, THE FIRST 

STATE BANK 

Mr. VALLANDINGHAM. You certainly took the pressure off me. So, 
Mr. Chairman, Ranking Member Scott and Members of the Com- 
mittee, my name is Sam Vallandingham. I am Vice President of the 
101-year-old First State Bank in Barboursville, West Virginia. I am 
also a member of the Payments and Technology Committee for the 
Independent Community Bankers of America. 

Barboursville is a historical town of 3,183 people in the far west- 
ern part of the State near the Kentucky border. We have 50 em- 
ployees, two branches and 127 million in assets. 

I appreciate the opportunity to testify on the proposed use of 
checking electronic payments systems to limit Internet gambling. I 
commend this Committee and Members for fighting against ter- 
rorism and money laundering. We urge you to recognize that small 
banks like mine have a substantial regulatory burden under the 
USA PATRIOT Act and the Bank Secrecy Act to identify our cus- 
tomers while documenting and reporting suspicious transactions. 

ICBA believes that it is critical that our resources be focused 
where risk to national safety and financial soundness are greatest. 
Our concern is that the added burden of monitoring transactions 
for Internet gambling will drain resources currently engaged in 
antiterrorism and anti-money-laundering compliance and divert 
our attention from the daily operation of our bank. 

Ultimately, we question whether this legislation will actually re- 
duce Internet gambling. Can Congress justify the time and expense 
required by community banks to comply with another layer of regu- 
lation? 

Additionally, regulatory burden is detrimental not only to the 
bank, but to the community that depends on us for economic stim- 
ulus, small business funding, job creation and continued commu- 
nity revitalization. 

There are two bills pending before the House of Representatives 
that attempt to end Internet gambling through restriction of pay- 
ments — H.R. 4777, sponsored by Representative Goodlatte of Vir- 
ginia, and H.R. 4411, recently passed by Financial Services Com- 
mittee. Although the bills have many similarities, there are some 
important differences. 

H.R. 4411 prohibits any person engaged in the gambling busi- 
ness from accepting credit, electronic funds transfer, checks or 
other types of payment. The bill directs the Treasury Department, 
the Federal Reserve and the Justice Department to work together 
to develop regulations requiring banks to identify and block re- 
stricted financial transactions. 

H.R. 4777 would update the law against interstate gaming to in- 
clude Internet gambling and criminalize acceptance of credit, elec- 
tronic fund transfers or other payments by anyone in the gambling 
business. 

The regulation and compliance burden created by these proposals 
is substantial. Their key enforcement mechanism would require 
banks to identify and block transactions between customers and 
Internet gaming companies. This will not work because it failed to 
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recognize the differences between the credit card systems and the 
check clearing and automated clearinghouse or HCS networks. 

Credit cards operate within an electronic system that assigns 
codes to identify the merchants and the type of transaction. Checks 
and ACH payments are routed from the originator of the payment, 
the merchant, to the receiver, the customer, using only bank rout- 
ing and account numbers. The payee is not identified. And unlike 
credit cards, the check clearing and HCS networks cannot identify 
and block payments to Internet gambling companies, and they can- 
not reconfigure to function as a transaction monitoring service. 

This legislation, therefore, should exempt check and HCS trans- 
actions; otherwise, it would require a massive overhaul of the check 
and HCS systems, create enormous regulatory burden and give po- 
lice-like powers to financial institutions to identify and block illegal 
transactions. 

The bill should give the Federal Reserve rule-writing and regu- 
latory oversight. The Federal Reserve is well acquainted with pay- 
ment system and knows the limitations of the check clearing and 
HCS networks. If the check and ACH transactions are not exempt- 
ed, the resulting compliance cost to the banks and payment system 
would be enormous. 

The CBO’s analysis of H.R. 4411 determined that the costs to the 
private sector would be less than 128 million if it applies to credit 
card transactions only. CBO added, quote, “If the regulations also 
include the requirement for banks to identify and block checks and 
other bank instruments, the direct cost to comply with the man- 
dates could increase significantly,” end quote. These costs would in- 
clude the redesign and rebuilding of the payment system structure, 
increasing labor and training costs to banks, redesign the checks 
and HCS formats and education of the customer, as well as pay- 
ment delays and significantly slowed payment systems. 

If the Congress wants to make certain transactions illegal, it 
should look for solutions that do not harm the Nation’s payment 
systems and do not saddle our banks with the burden of enforce- 
ment. Responsibility for identifying and blocking prohibited credit 
and debit transactions should lie with the credit card networks, not 
the financial institutions. Only the credit and debit card networks 
have the ability to determine the origin of the transaction, and 
thus, only the credit and debit card networks have adequate infor- 
mation to identify an illegal transaction. 

Neither banks nor our Nation’s payment systems can function as 
transaction monitoring and blocking service as envisioned by this 
legislation. To the extent that this legislation attempts to protect 
families and minor children, I assure the Committee, there are 
processes and procedures in place that permit a customer to re- 
scind fraudulent HCS or check transactions. 

On behalf of my community bank and nearly 5,000 members of 
the Independent Community Bankers of America, I ask you to re- 
member this as you consider the legislation and increased regu- 
latory burden it would create for our industry. 

Thank you. 

Mr. Coble. Thank you, Mr. Vallandingham. 

[The prepared statement of Mr. Vallandingham follows:] 
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Mr. Chairman, Ranking member Scott and members of the committee, my name 
is Sam Vaiiandingham. i am Vice President of the 101 year-oid First State Bank 
in West Virginia. I am aiso a member of the Payments and Technoiogy 
Committee for the Independent Community Bankers of America.^ My bank is 
located in Barboursviiie, a historical town of 3,183 people in the far western part 
of the state near the Kentucky border. We have 50 employees, two branches 
and $127 million in assets. 

Banking has been in my family for four generations. My great grandfather, a 
Kentucky tobacco farmer, sold his farm to raise capital to start the First State 
Bank. It is said that my grandfather came to West Virginia in a horse and buggy 
and these too were eventually sold, with the proceeds used to set up the bank. 
The original charter, dated September 1, 1905 and the certificate of authority still 
hang on the wall in the bank’s main office. 

On behalf of ICBA, I would like to extend my appreciation for the opportunity to 
testify on the proposed use of the checking and electronic payments systems to 
limit criminal behavior, in this case, Internet gambling. We appreciate the 
committee’s willingness to have an open dialogue on the effect of this proposed 
legislation on community banks. 

Background and Summary of ICBA Position 

This committee and members of the Flouse should be commended for actively 
engaging in the fight against terrorism and anti-money laundering. We urge you 
to recognize that through the passage of the USA Patriot Act and Bank Secrecy 
Act, small banks like mine have undertaken a substantial burden to confirm the 
identity of our customers while documenting and reporting suspicious 
transactions. ICBA believes that it is critical that our resources be focused where 
risks to our national safety and financial soundness are greatest. 

Our concern is that the added burden of monitoring all payment 
transactions for the taint of internet gambiing wiii drain finite resources 
currently engaged in complying with anti-terrorism, anti-money laundering 
regulations and the daily operation of our bank to meet the financial needs 
of our customers and community. While we share concerns about Internet 
gambling, it is highly doubtful that the pending legislation, if passed, would affect 
the popularity of Internet gambling. Ultimately, we question whether the 
Internet gambling bills currently before the House will efficiently and 
effectively regulate the targeted behavior at a level which will justify the 


' The Independent Community Bankers of America represents the largest constituency of 
communify banks of all sizes and charter types in the nation, and is dedicated exclusively to 
representing the interests of the community banking industry. ICBA aggregates the power of its 
members to provide a voice for community banking interests in Washington, resources to 
enhance community bank education and marketability, and profitability options to help community 
banks compete in an ever changing marketplace. For more information, visit ICBA’s website at 
www.icba.org. 
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time and expense required by community banks to comply with another 
layer of regulation. 

There are two bills pending before the House of Representatives that purport to 
end Internet gambling through the restriction of payments: H.R. 4777, sponsored 
by Representative Good latte of Virginia and H.R. 4411, recently passed by the 
Financial Services Committee. Although the bills have many similarities, there 
are some important differences. 

H.R. 4411 prohibits any person engaged in the business of betting or wagering 
from knowingly accepting credit, electronic fund transfers, checks or any other 
types of financial transactions in connection with unlawful Internet gambling. The 
bill also directs the Treasury Department and the Board of Governors of the 
Federal Reserve System in consultation with the Justice Department to issue 
regulations requiring payment systems to identify and prevent restricted financial 
transactions. 

Unlike H.R. 441 1 's focus on prohibiting the underlying financial transactions, H.R. 
4777 would amend the prohibition against interstate gambling and criminalize the 
knowing acceptance of credit, credit proceeds, electronic fund transfers or other 
such monetary payments by anyone in the gambling business. 

The burden of regulation and compliance created by these proposals is 
substantial, as a key enforcement mechanism would require banks to identify 
and block transactions between bank customers and Internet gaming companies. 
These proposals do not recognize that the check clearing system and the 
Automated Ciearing House (ACH) network do not have the same 
capabilities as the credit card association networks to identify different 
types of transactions. These systems were never intended to identify illegal 
activity, monitor individual transactions and regulate enforcement functions. The 
payments system was not designed to be a transaction monitoring service. It 
was designed to be an effective and efficient method for transferring dollars from 
one party to another. 

This legislation, if passed, would not only necessitate a massive overhaul 
of our nation's check clearing and ACH systems, but also create enormous 
regulatory burden requiring the deputization of financial institutions to 
identify and block illegal transactions. For these reasons, we oppose the 
use of the check and ACH payments system to monitor Internet gambling 
transactions. If in the opinion of this committee, a bill must be passed to 
address the Internet gambling problem, then we respectfully request rule 
writing and regulatory oversight be given to the Federal Reserve Board of 
Governors (Federal Reserve) which is well acquainted with the functionality 
of the payments system and the limitations of the nation's check clearing 
and ACH networks. Additionally, given the limitations of the check clearing 
and ACH networks, we request an exemption for check and ACH payments. 
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Community Banks are Disproportionately Burdened with Regulation and 
the Cost of Compliance 

Recently, ICBA testified about community banks’ need for reiief from severe 
reguiatory burdens and the resuiting substantial costs of compliance.^ In 
January 2004, two economists at the Federal Reserve Bank of Dallas concluded 
that the competitive position and long term viability of small banks is questionable 
due to the crushing regulatory burden shouldered by our industry.^ The costs are 
disproportionately heavy for community banks because unlike the large 
multinational banks, we cannot benefit from economies of scale and a large 
workforce to ultimately pass the high cost of compliance to a national customer 
base. 

When discussing the cost of compliance and the disproportionate effect of 
regulation on community banks, there is one basic difference between our largest 
and smallest financial institutions. Large banks have many hundreds or 
thousands of employees and the financial resources to easily and quickly hire 
and train more employees to work exclusively on ensuring that the bank complies 
with the growing number of regulations. In contrast, a community bank with $100 
million in assets typically has 30 full-time employees; a $200 million bank may 
have up to 60 employees. Unlike the big banks, if my bank is faced with new 
regulations, we must train one of our 50 current employees to be responsible for 
compliance. This not only creates costs, but takes our employees away from 
their core duty of serving our customers and our community. 

This disproportionate reguiatory impact caused by iegislation ilke the 
proposed internet gambling bill makes it difficult for us to fulfill our central 
mission of financing and supporting our local communities. Community 
bankers provide tremendous leadership in their communities. Additional 
regulatory burden is detrimental not only to the bank, but to the community 
that depends on us for economic stimulus, small business funding, job 
creation and continued community revitalization. 

How Different Elements of the Payment System Function 

Our nation’s payment system includes check clearing, ACFI, a myriad of credit 
and debit card products, wire transfers and new innovations. Each type of 
payment operates over a different network. For example, the credit card 
network, an all-electronic system, is vastly different from the ACFI and check 
clearing networks. Businesses desiring to accept and process credit card 


* Testimony of Ms. Terry Jorde, President/CEO, CountryBank USA, Cando, ND and Chairman- 
Elect of the Independent Community Bankers of America, March 1, 2006 and testimony of Mr. 
David Hayes, President/CEO, Security Bank, Dyersburg, TN and Chairman of the Independent 
Community Bankers of America, June 21, 2005 to the United States Senate Committee on 
Banking, Housing and Urban Affairs. 

^ Gunther and Moore, “Small Banks’ Competitors loom Large,” Southwest Economy, Federal 
Reserve Bank of Dallas, Jan/Feb. 2004. 
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payments receive a merchant category code to identify the type of merchant or 
business. Every transaction routed from a specific business has the 
corresponding merchant category code. Therefore, credit card networks are abie 
generaliy to identify transactions originated by an Internet gambling company and 
block payment as required in the proposed legislation. However, merchants can 
be assigned the correct merchant category code only if they fully disclose all 
lines of business. For example, a general merchandiser could operate an 
Internet gambling enterprise, but fail to disclose this business line to the 
organization sponsoring the merchant’s credit card system. 

Generally, debit card networks have capabilities similar to credit card networks. 

Conversely, the check clearing system is a paper-based network that is 
beginning to migrate to an electronic system. According to the Federal Reserve 
System’s 2004 Federal Reserve Payments System Study, more than 36 billion 
paper checks were processed nationally in 2003.'' Although paper-based, banks 
do have an automated process for clearing and settling paper checks. The 
check clearing system relies on machines to read the Magnetic Ink Character 
Recognition Line, commonly known as the MICR line. The MICR line includes 
the paying bank's routing and transit numbers, the customer's bank account 
number, the check serial number, and the amount of the check. Checks are 
cleared, settled, and deducted from customer accounts using this MICR line 
information. The payee information is NOT processed. Although the industry is 
making progress in converting paper checks to electronic images, the process 
still relies on processing the MICR line information of the check image. Unlike the 
credit card system, the check clearing system does not have a merchant or 
transaction coding process. This is a long-standing commercially acceptable 
banking practice. The check clearing process does not provide a means to 
identify and prohibit checks payable to Internet gambling companies and it 
cannot be reconfigured to function as a transaction monitoring service. 

Electronic payment systems were developed to provide an alternative to 
the paper check. Electronic payment systems include all forms of electronic 
payments, including ACH payments, debit and credit cards, money transmittals 
and wire transfers. Similar to the check clearing network, the ACH network does 
not have the capability to identify and prohibit certain transactions. Transactions 
are routed from the originator of the payment, in this case the Internet gambling 
company, to the receiver, the customer, using the customer’s bank routing, 
transit and account numbers. The only way to identify the originator is by the 
company name. Therefore, the ACH network, like the check clearing 
system, does not provide a means to identify and prohibit payments 
originated by Internet gambling companies and it cannot be reconfigured 
to function as a transaction monitoring and blocking service. 


“Federal Reserve System, The 2004 Federal Reserve Payments Study, Analysis of Noncash 
Payments Trends in the United States: 2000 - 2003, updated December 1 5, 2004 (2004). 
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Using this system to identify and to block Internet gambling transactions is 
unfeasible. Banks cannot control Internet gambling because check and ACH 
networks offer limited information to the bank about the underiying transaction. A 
bank can neither distinguish between legal and illegal transactions nor identify 
the ultimate recipient of funds, particularly where a third party payment system is 
utilized. In short, to a bank, a simple purchase of bread and milk at a grocery 
store paid for using a check looks substantially similar to an Internet gambling 
transaction paid for with the same checking account. Recognizing the 
specialized purpose of the check clearing and electronic payment systems, 
we strongly urge the Committee to exempt checks and electronic 
payments, like ACH transactions, from the proposed legislation. 

The Burden of Regulation and the Cost of Compliance 

One of the most difficult aspects of implementing the proposed regulation is that 
financial institutions would have the judicial-like duty of distinguishing 
between iegal and iilegal acts. The proposed Internet gambling bills do not 
prohibit all Internet gambling. Rather, they create a distinction between legal and 
illegal Internet gambling. This distinction turns on the type of gambling 
(horseracing versus poker), the location of the transaction (interstate, intrastate 
or tribal lands) and the source of the gambling (offshore Internet website versus 
US-based casino). Thus, the burden is placed on a bank to identify if a 
transaction originated at an Internet gambling site, to distinguish what portion of 
the transaction was legal or illegal and to determine where the transaction 
occurred. Particularly in the case of checks which move with the customer, it is 
impossible for a bank to determine the location of a transaction and thus, 
whether a wager was legal or illegal. 

This legislation, if passed, would necessitate a cumbersome and expensive 
overhaul of the ACH and check networks. This overhaul would impede 
their efficiency and accuracy and increase inconvenience and costs to 
customers. Our nation’s payments system is the global model of speed and 
efficiency. It was designed to permit consumers and businesses to complete 
transactions quickly and accurately. The proposed legislation would undermine 
the system and threaten the economy. In order to comply with the proposed 
legislation, these networks would have to be substantially reengineered and 
significant resources would have to be diverted to investigating parties, payees 
and transactions. The customer would not only absorb the resulting costs, but 
also the inconvenience of time consuming transactions. Under this proposed 
regulatory framework, the simple act of writing a check would require recording 
extensive additional information, including the location of the transaction, 
business of the payee and legal character of each part of the transaction. The 
likely result is that banks would deny many legal transactions and the payments 
system will be significantly slowed. 
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Check and ACH Transactions Should Be Exempted 

This legislation promises to create substantial regulatory burden and significant 
costs as it would require banks to act as the gatekeepers for all check and ACH 
transactions. As a primary clearing house for checks and ACH transactions, the 
Federal Reserve is familiar with the limitations of using the payments systems to 
regulate Internet gambling transactions. A possible solution to this dilemma is to 
exempt check and ACH transactions from the scope of this legislation or to direct 
the Federal Reserve to exempt any transactions where it is unfeasible to identify 
and block illegal gambling activity. If it is not reasonably practical to block 
such transactions without harming the efficiency of the payments system, 
then they should be exempted. 

If check and ACH transactions are not exempted, the resulting compliance costs 
to banks and the payments system would be enormous. On Friday, March 31, 
the Congressional Budget Office (CBO) released its analysis of H.R. 441 1. The 
analysis determined that the enactment cost of this bill to the private sector would 
be below $128 million^ if regulators only apply rvles to credit card transactions 
and not to other payment options. “However, if the regulations also include 
the requirement for banks to identify and block checks and other bank 
instruments. ..the direct cost to comply with the mandates could increase 
significantly..,.”® These resulting costs would not be limited to the redesign and 
rebuilding of the payments system structure, but increased labor and training 
costs to the banks, redesign of check and ACH forms, education of the customer 
as to how to complete the redesigned forms as well as the high economic costs 
of payment delays and a significantly slowed payments system. 

Congress may still wish to make these transactions illegal, but should 
adopt enforcement solutions that do not require extraordinary costs to the 
nation’s payment systems and will not saddle the nation’s banks with the 
burden of enforcement. Moreover, the responsibility for identifying and 
blocking prohibited credit and debit card transactions should lie with the 
credit and debit card networks and NOT the financial institutions. Only the 
credit and debit card networks have the ability to determine the character 


5 The $128 million threshold was established in the Unfunded Mandates Reform Act of 1995. 2 
U.S.C. § 1501 (1995). The act requires the CBO to estimate the costs of bills with federal 
mandates reported out of committees. The CBO must provide a detailed cost estimate for each 
bill containing an annual aggregate impacrt of $50 million or more on the public sector (i.e., state 
and local governments) or $100 million on the private sector. The act allows a point of order in 
both the House and Senate against any bill or joint resolution reported by an authorizing 
committee that lacks the necessary CBO statement, or that result in direct costs in excess of $50 
million a year to state and local governments. A proposed bill is in order if it provides funding to 
cover the costs of the mandate. In addition, federal agencies must assess the effects of new 
regulations on state, local, tribal governments and the private sector while seeking to minimize 
burdens where possible. 

6 Congressional Budget Office, Congressional Budget Office Cost Estimate, H.R. 441 1: Unlawful 
Internet Gambling Enforcement Act of 2006 as ordered reported by the House Committee on 
Financial Services on March 15, 2006, 30 March 2006 at 4. 
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of the transaction and thus, only the credit and debit card networks have 
adequate information to identify an illegal transaction. 

Protections are in Place to Protect Minors from Abusing Check and ACH 
Payments to Gambling Websites 

One of the primary motivations behind this bill is the desire to prevent minors 
from accessing online gambling resources. Fortunately, there are many 
consumer protections in place that allow the customer to be made whole when 
there is fraudulent use of an ACH or check payment. Federal Reserve 
Regulation creates a right of recession for 60 days following the receipt of the 
account statement showing the fraudulent ACH payment or debit card 
transaction. The fraudulent use of a check is subject to the Uniform Commercial 
Code Article 4® which gives the customer 12 months to request a return of funds. 

Conclusion 


As a representative of the ICBA, I urge you to reject proposals to use the 
banking system to restrict Internet gambling unless there is a reasonable 
chance that the measures will be effective and will not add to the 
tremendous regulatory burden of our nation’s financial institutions. The 

proposals that we have seen do not meet this test. Congress should not pass 
legislation that claims to “do good” but neither effectively and efficiently restricts 
bad behavior nor encourages positive action. 

Community bankers oppose the use of the payments system to control antisocial 
or unseemly behavior, such as gambling, particularly where the regulatory 
burden and compliance costs to the private sector would be astronomical. Banks 
should not be deputized and given the duty of both identifying and blocking illegal 
activity. I am concerned that the proposal before this committee would merely 
increase my regulatory burden and compliance costs to the detriment of my 
community without the payoff of effectively stopping Internet gambling. Despite 
the sincere intentions of the authors, neither my bank nor our nation’s 
payment systems can function as a transaction monitoring and blocking 
service as envisioned by this legislation. In so much as this legislation 
attempts to protect families and minor children, I assure the committee that there 
are processes and procedures in place that permit a customer to rescind a 
fraudulent ACH or check transactions. 


' FRB Electronic Funds Transfer (Regulation E), 12 C.F.R. § 205 (2006). 
* Bank Deposits and Collections, U.C.C. §4-406 (2001). 
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If in the opinion of this committee, the legislation will be effective and the 
social need to restrict Internet gambling outweighs the potential harm to 
small banks like mine, then I respectfully ask that regulatory supervision be 
given to the Federal Reserve. We strongly urge the committee to modify the 
legislation to exempt the check clearing and ACH networks or to direct the 
Federal Reserve to exempt these transactions. 

On behalf of my community bank and the nearly 5,000 members of the 
Independent Community Bankers of America, I ask you to remember this as you 
consider this legislation and the increased regulatory burden it will create for our 
industry. Thank you. 
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Mr. Cannon. Mr. Chairman. 

Mr. Coble. The gentleman from Utah. 

Mr. Cannon. I am not a Member of this Subcommittee, as you 
know, but because of the peculiar effect that this has on my State, 
I would ask unanimous consent that I be allowed 5 minutes at 
some point in time to question the witnesses. 

Mr. Coble. Without objection, I will do this caveat, Mr. Cannon. 
I will recognize you after I recognize the Members of the Sub- 
committee. 

Mr. Cannon. Thank you, Mr. Chairman. 

Mr. Coble. Without objection. It is good to have you with us, Mr. 
Cannon. 

Before I start questioning, we thank each of you. And each of the 
witnesses alluded to gambling oftentimes. 

I am a country music fan and Merle Haggard, the popular coun- 
try balladeer, recorded a song some recent years ago entitled “The 
Kentucky Gambler,” and the concluding words of the chorus were 
these, “But a gambler loses much more than he wins,” and I think 
with rare exception, that is true. 

Now, some of these sports shows, Mr. Scott, I have seen lately, 
gambling, some of these guys, I think, win much more than they 
lose. But I think generally, the Haggard conclusion is correct, more 
lost than won. 

Mr. Goodlatte, the authority to authorize and regulate wagering 
has in large part been reserved to the States. What impact would 
your bill have on a State’s ability to authorize and regulate wager- 
ing over the Internet, A; and B, if a State chose to permit wagering 
over the Internet, what steps would need to be taken? 

Mr. Goodlatte. Well, thank you, Mr. Chairman, as it is an ex- 
cellent question. And this bill is primarily designed to buttress the 
ability of the States to do what has traditionally always been the 
case in the United States; gambling has been illegal in this country 
unless regulated by the States. 

The States, however, because of the very nature of the Internet 
find it difficult to do that; and so, by prohibiting, modernizing the 
Wire Act to cover the new types of transactions that were not con- 
templated in 1961 when the Wire Act was written 45 years ago, we 
are recognizing that new tools need to be provided to all levels of 
the Government, certainly to the Justice Department, but also to 
State and local governments to enforce the laws that the States 
have to regulate gambling in those States. 

Now, because we also recognize that the States have had the pri- 
mary responsibility in this area, we tell the States in this legisla- 
tion that they can regulate gambling on the Internet in their State 
if they meet two criteria which, in my opinion, today cannot be 
met. Perhaps some day in the future technology may allow it, in 
which case then I think it would be up to each individual State to 
do that. 

Mr. Coble. Hurry along because we have the 5-minute rule. 

Mr. Goodlatte. They have to make sure that the gambling is re- 
stricted to the confines of the State and, two, that minors do not 
participate. The technology does not exist to allow either of those, 
so Internet gambling under this legislation will nonexistent unless 
that technology changes. 
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Mr. Coble. I thank you, sir. Mr. Ohr, in your prepared state- 
ment, you express concern over the possible weakening of Federal 
law covering Internet wagering on horse racing. Are there other in- 
dustries similarly situated to horse racing and are they addressed 
in this bill? 

Mr. Ohr. Mr. Chairman, the Department obviously continues to 
have the position that Internet gambling should continue to be 
banned; and we would oppose — we would have very serious con- 
cerns about any possible weakening of that ban. With respect to 
the existence of other industries, I am not really qualified to speak. 

We would have the same concerns with respect to those other in- 
dustries as we would as to whether horse racing or any other in- 
dustry is construed under the bill as getting some kind of permis- 
sion. 

Mr. Coble. Mr. Goodlatte, are industries so involved? 

Mr. Goodlatte. No. I want to make that very clear. In response 
to some of the comments already made, there is no carve-out in 
this legislation for horse racing, for lotteries, or any other type of 
gambling. 

There is, however, as noted by Mr. Ohr, a separate Federal stat- 
ute that addresses the issue related to gambling on horses. And 
some maintain that that legislation, that previous legislation, al- 
lows it. The Justice Department maintains that it does not. 

This legislation takes no position on that issue whatsoever. We 
do not attempt to repeal the statute. But we also do not interpret 
that statute in as much a way to legalize gambling. 

Mr. Coble. And that was enacted in the early 1970’s? 

Mr. Goodlatte. I believe that is correct. 

Mr. Coble. Mr. Kindt, in your opinion, what are the distinct con- 
cerns related to Internet gambling versus gambling in person or 
other forms of gambling. A; and B, is the better way to cure the 
social ills associated with Internet gambling to regulate the indus- 
try or to make it illegal? 

Mr. Kindt. Thank you, Mr. Chairman. 

First of all, let me clarify one thing you introduced me as a law 
professor. I am a professor of business and legal policy. We make 
more money. 

Mr. Coble. I stand corrected, and congratulate you for that. 

Mr. Kindt. Thank you, Mr. Chairman. 

If we can get the overheads up there, my No. 4 overhead might 
help visualize this. It is entitled Annual Social Costs Per Patholog- 
ical Gambler. 

Basically, we are talking about two phenomena here. One is 
called the acceptability factor and the other is called the accessi- 
bility factor. If you have the acceptability factor, that means it is 
legalized or we see common today we see PR everywhere that says 
gamble, gamble, gamble; and the younger generation is getting this 
message everywhere that it is okay to gamble on the Internet. 

I see students walking around my campus with T-shirts adver- 
tising illegal poker sites, and they don’t know it is illegal. 

So what we are talking about here is what sociologists and aca- 
demics reference as the acceptability factor and that is, the mes- 
sage that it is okay to gamble, and of course we have legalized cer- 
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tain types of gambling. And that further confuses it and sends a 
message. 

And then there is also the accessibility factor, and that is maxi- 
mized by Internet gambling. Accessibility, you don’t have to fly out 
to Las Vegas anymore. You don’t have to go down to the casino 
anymore. It is right there at every work desk and every school 
desk, in every living room. 

And so you will see an explosion in the numbers of pathological 
and problem gamblers, and the social costs are enormous. Idiese 
are the top studies in a table for the Committee to review, and the 
social costs are at least $3 for every $1 in benefit. 

Mr. Coble. When my red light illuminates, I am going to the rec- 
ognize Mr. Scott. 

But, Mr. Kindt, do you think outright illegal or regulation? 

Mr. Kindt. I think outright illegal, and I testified before the Na- 
tional Gambling Impact Study Commission. They said “prohibi- 
tion”; if you can’t prohibit it, you can’t regulate. 

Mr. Coble. And, Mr. Banker, hopefully we will have a second 
round. I will get to you subsequently. 

The distinguished gentleman from Virginia, Mr. Scott. 

Mr. Scott. Thank you, Mr. Chairman. 

I think — as Professor Kindt has just indicated, one of the prob- 
lems I have where you seek to kind of make it illegal — it is not ille- 
gal to do it, but it is illegal to run the operation — if you want to 
prohibit the activity, it is my view that it ought to be illegal to 
gamble on the Internet and that would clearly be enforceable. 

Is that right. Professor Kindt? 

Mr. Kindt. Well, I think that I would like to leave the details 
of the practicality of this to the people drafting the legislation, and 
I do that with respect to your question. Representative Scott. 

Mr. Scott. Well, Mr. Ohr, if it were illegal to gamble over the 
Internet, would you have any problem catching people gambling? 
If you busted a site, you can get their mailing list and you can go 
after each and every one of them. Word would get around, and they 
would stop doing it. 

Mr. Ohr. Congressman, as Congressman Goodlatte has already 
mentioned, the approach of the Federal Government from the be- 
ginning of gambling legislation has been to support the States as 
the primary regulators or the ones with primary jurisdiction. 

Mr. Scott. With any kind of illegal activity, you catch both sides. 
You don’t just go after the sellers, you also go after the buyers; is 
that right? 

Mr. Ohr. Well, the Government has, the Department has tradi- 
tionally focused on trying to — focusing on the large rings and try- 
ing to go after the most sophisticated and the largest operators; 
and we would continue that approach under this bill. 

Mr. Scott. Is it illegal to gamble on the Internet? 

Mr. Ohr. Not at the Federal level. 

Mr. Goodlatte. Mr. Scott, if I might respond to that. We have 
had this discussion before, and I certainly understand your point 
of view. But the fact of the matter is — as Mr. Ohr indicates, we 
have always at the Federal level focused on supporting the States 
and targeted the entities offering gambling services. But virtually 
every State has their own regulations regarding what individual 
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bettors may or may not do. And so we are simply supporting their 
efforts in that regard. 

We don’t think there needs to be a Federal law in conjunction, 
in addition to the State laws that already target the individual bet- 
tors. 

Mr. Scott. Okay. 

Well, Mr. Ohr, are you aware of anyone who has ever been re- 
cently busted for gambling on the Internet? 

Mr. Ohr. I am not. At the Federal level, as I said, we don’t have 
a prohibition; and I am not qualified to talk about what the States 
have or who they have busted. 

Mr. Scott. You are qualified to speak of what you ever heard. 

Mr. Ohr. I am not familiar with any such case. 

Mr. Scott. In your prosecutions, have you gotten anybody that 
lived and worked and didn’t come within the jurisdiction of the 
United States? 

Mr. Ohr. Yes, we have prosecuted people who have conducted 
offshore gambling sites. Yes, we have. 

Mr. Scott. And how did you — where was the prosecution? 

Mr. Ohr. Prosecutions took place in the district courts here. One 
example 

Mr. Scott. How did you get them here? 

Mr. Ohr. In one case, I think the defendant entered the United 
States and stood trial. 

Your question goes, I think, to the problems of international law 
enforcement and 

Mr. Scott. You are familiar with — I forgot his name — selling pot 
seeds in Canada. 

Mr. Ohr. I am aware of that case. 

Mr. Scott. And they won’t extradite him, so we haven’t been 
able to do anything about it. 

Do we expect countries to extradite people running these sites to 
the United States so you can prosecute them? 

Mr. Ohr. We have a number of ways of attempting to enforce our 
criminal laws against people outside the United States who violate 
our laws — through extradition, through 

Mr. Scott. These sites are running all over the Internet. Who 
have you prosecuted that hasn’t entered the United States? 

Mr. Ohr. We need to get them here to the United States before 
we can prosecute them. There are many ways of achieving that. 

We certainly work very hard with our international partners to 
go after criminals who are violating U.S. law, even if they are lo- 
cated in other jurisdictions. It is not just a problem limited to 
Internet gambling. 

It is related to all kinds of crimes, and certainly the Department 
does not believe that the difficulties we face in prosecuting people 
outside the U.S. who commit crimes within the tJ.S. should stop us 
from trying. And we will continue to work on this. 

Mr. Scott. It is illegal now; is that right? 

Mr. Ohr. Yes. 

Mr. Scott. To run a gambling operation. And anybody — how 
long would it take you to find a gambling site on the Internet, a 
minute? 

Mr. Ohr. I think anybody can find an Internet gambling site. 
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Mr. Scott. And it is not illegal to do it, to gamble on the Inter- 
net. 

Mr. Ohr. There is no Federal prohibition. That is up to the indi- 
vidual States. 

Mr. Scott. Do you have any idea how much money is being 
made by the companies with gambling, with the gambling done in 
the United States both in the untaxed winnings and what we could 
get in taxes from the operator if they would submit to the jurisdic- 
tion and let us tax their operation? 

Mr. Ohr. Well, the tax question I can’t really answer. The 
amount of business that is taking place on Internet gambling sites 
has been cited in this hearing to be billions of dollars, and I b^elieve 
that is correct. 

Mr. Scott. Is any of it taxed, so far that you know? 

Mr. Ohr. Not that I am aware of. 

Mr. Coble. I thank you, Mr. Scott. 

The distinguished gentleman from Michigan and Ranking Mem- 
ber, Mr. Conyers. 

Mr. Conyers. Thank you, gentlemen, for your testimony. We 
seem to begin this discussion with a bit of a conundrum here deal- 
ing with horse racing. The Department of Justice asserts, and be- 
fore Mr. Ohr testified today, that horse racing is not legal. But 
4777 would make it legal. 

Mr. Goodlatte is shaking his head vigorously, “no.” I want it to 
be in the record. 

Mr. Ohr, can you give us a little enlightenment on it? I have read 
your position, particularly page 2. Where are we on horse racing 
in terms of gambling and its illegality? 

Mr. Ohr. Congressman, as I stated, the Department’s position is 
that betting, interstate betting on horse races is illegal under 1084, 
and that was not modified by the Interstate Horse Racing Act. 

My understanding from what Congressman Goodlatte has stated 
is that it is not his intention to change that. We certainly look for- 
ward to working with Congressman Goodlatte and Members of this 
Committee to effectuate that intent. 

Mr. Conyers. Well, it is mentioned in the bill, though. Members 
claim that an amendment to the Commerce, Justice, State appro- 
priations bill in 2000 legalized Internet gambling on horse races 
under the Interstate Horse Racing Act. 

Mr. Goodlatte. Mr. Conyers, if I might be permitted 

Mr. Conyers. You could be permitted. 

What is your position on this? Is that true? 

Mr. Goodlatte. What the legislation does is, it does not attempt 
to 

Mr. Conyers. No. No. No. Wait. Let me pose the question. 

Does — did the 2000 year appropriations bill legalize Internet 
gambling on horse races under the Interstate Horse Racing Act? 

Mr. Goodlatte. I don’t have an opinion on that particular piece 
of legislation. This legislation does nothing to change the status of 
that legislation. So if that legislation authorizes interstate horse 
racing, we don’t change that. 

If the Justice Department’s position is correct, that that legisla- 
tion has never allowed betting on horses via the Internet across 
State lines, we don’t change that either. 
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This legislation does not attempt in any way to overturn that 
statute, which was passed by the Congress and subsequently 
amended by the Congress, nor does it attempt to ratify the position 
taken by the horse racing industry on that. 

So there is no carve-out in this legislation for horse racing. 

Mr. Conyers. Well, but let’s look at the bill itself, subsection F, 
“Nothing in this section shall be construed to prohibit an activity 
allowed under Public Law 9515 U.S.C. 3001.” 

Mr. Goodlatte. That’s correct, Mr. Conyers. 

Mr. Conyers. So, wait a minute, “nothing shall be construed to 
prohibit activity,” so you are making it clear. 

Mr. Goodlatte. No. No. That says, “Nothing shall be construed 
to prohibit an activity allowed,” but the Justice Department has al- 
ready testified that they do not believe that that statute allows 
that activity. The horse racing industry will tell you to the con- 
trary. 

We don’t take a position what any particular activity may be al- 
lowed or not allowed under that act. We are making it very clear. 
We are not overturning the act. We are also making it very clear 
that we do not take any position on what that act allows. 

Mr. Conyers. Let me read to you from the Department of Justice 
statement that they submitted: 

“The Department of Justice views the existing criminal statutes 
as prohibiting the interstate transmission of bets or wagers includ- 
ing wagers on horse races. The Department is currently under- 
taking a civil investigation relating to a potential violation of law 
regarding this activity. 

“We have previously stated that we do not believe that the Inter- 
state Horse Racing Act amended the existing criminal statutes. 
H.R. 4777, however, would change current law and amend it to 
permit the interstate transmission of bets and wagers on horse 
races. This proposal would weaken existing law.” 

Is that essentially what you said here, Mr. Ohr? 

Mr. Ohr. Congressman, that was our — that is a statement that 
was, I understand, from Congressman Goodlatte; that is not what 
he intended to do by this provision of the bill. 

Mr. Conyers. Well, wait a minute. This was after you wrote this, 
you talked to Goodlatte, and then you found out that this is not 
correct. 

Mr. Ohr. Right. 

Mr. Conyers. So you want to change it? 

Mr. Ohr. Our concern would be, we would be concerned if the 
law could be construed as changing current law; and obviously we 
look forward to working with Congressman Goodlatte and the 
Members of the Subcommittee to make sure 

Mr. Conyers. In other words, you think think should be — ^what 
you have given us is a change of — what you are telling us now is 
a change from what you said here? 

Mr. Ohr. That is correct. 

Mr. Conyers. And you didn’t bother to explain it during your 
testimony, and — I mean, this is a very unusual situation, Mr. 
Chairman. We have got the Department of Justice representative 
telling us that what he has submitted to the Committee is not ac- 
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curate, because he has talked to Chairman Goodlatte, and they 
have gotten this straightened out. 

[2:59 p.m.] 

Mr. Ohr. We remain concerned to the extent that the hill’s provi- 
sion could be construed as legalizing that activity because we 
think — and that is a concern. I can’t say that our concern has heen 
fully addressed. 

Mr. Conyers. I am feeling better already. This is a heck of a way 
to conduct — ^here is a multibillion dollar subject matter before us 
and I need you to please carefully resubmit to Chairman Coble and 
this Committee where all of this comes out. Because we can’t have 
it both ways. Either there is a carve-out here, which is widely re- 
garded to exist, or there isn’t. 

I thank the Chairman. 

Mr. Coble. I thank the gentleman. 

I say to the distinguished gentleman from Utah, the distin- 
guished gentlelady from Texas, Ms. Jackson Lee, has consented to 
let you precede her. So you are recognized, Mr. Cannon, for 5 min- 
utes. 

Mr. Cannon. I thank the Chairman and Ms. Jackson Lee. 

As I said earlier, Utah has a particular interest in this issue be- 
cause it is one of the few States that actually has a total prohibi- 
tion. Only one other State, like Utah, has a total prohibition on 
gambling. While I am a clear, adamant opponent to gambling, one 
of the things I don’t want to see is the opportunity for gambling 
in my State because we preempt State law. So I have got to ac- 
knowledge I am as confused as Mr. Conyers is about where we ac- 
tually are. 

Let me ask Mr. Ohr a question, and maybe we can elaborate. I 
read your testimony, and it lays out the issues pretty well. But just 
to be clear for the record, it is my understanding the Department’s 
position on Internet gambling bills, whether Leach, Kyi or Good- 
latte is those bills, should not have exceptions or carve-outs like 
the ones in section 1084(d) and (f). Is this correct this is the same 
policy position the Department has articulated for at least the last 
6 years? 

Mr. Ohr. That is correct. 

Mr. Cannon. What has that changed base had upon your discus- 
sions with Mr. Goodlatte? 

Mr. Ohr. We continue to believe that interstate gambling on 
horse racing is illegal under 1084. My understanding from what 
Congressman Goodlatte has said is that he does not intend to affect 
the current state of the law, so obviously we want to continue to 
work with him on that, but that does not change the Department’s 
position that we believe this activity is and should remain illegal. 

Mr. Cannon. If I have a kid in Utah that gets addicted to games, 
computer games and Nintendo and the like, and he then gets ad- 
dicted to gambling and he decides he likes horse racing, you are 
going to argue that whoever is providing that horse racing oppor- 
tunity is violating the law and the kid who is doing it is violating 
the law. 

Mr. Ohr. Certainly that the person providing that service, if they 
are doing it in an interstate fashion, is violating 1084. The kid 
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would be violating the law under the laws of the State of Utah, as 
I understand it. 

Mr. Cannon. You would cooperate with the State of Utah in 
helping kids get a very clear understanding they should not be 
gambling. 

Mr. Ohr. Absolutely. 

Mr. Cannon. What happens when a clever lawyer argues that 
this bill ratifies because it doesn’t take a clear position on pre- 
cluding horse racing? 

Mr. Ohr. That is our concern, and that is why we continue to 
have a concern with that provision. 

Mr. Cannon. It just seems to me you sort of shifted positions. In 
talking to Mr. Goodlatte, you said it not a carve-out. This is a very 
difficult position because, of course, what I want is clarity going 
back to the people in Utah that you can’t gamble in Utah. It is 
clear to me that is going to be a tack or part of the response that 
anybody trying to argue before courts that horse racing is legal, 
they are going to focus on this and say everything was precluded 
except us; therefore, we are obviously not precluded, and the bill 
says we are not precluded. Doesn’t that seriously undermine your 
position? 

Mr. Ohr. That is why we have concerns, and we understand 
Congressman Goodlatte’s statement to be that he does not intend 
to legalize or change the current law which we believe prohibits 
this kind of activity. To the extent that his bill could be read or 
construed to permit that, that is a big concern of ours. 

Mr. Cannon. It will be argued by proponents of horse racing that 
that is the meaning of this bill. 

Mr. Ohr. Our concern is, if the bill passes in its current form, 
it would; and that would raise the concerns I have stated. 

Mr. Conyers. Would the gentleman yield for just a second? 

I just wanted to make sure that our friend from the Department 
of Justice understands the Reno Justice Department has a view 
that this kind of legislation that has carve-outs, the Ashcroft Jus- 
tice Department had the view that this bill has carve-outs, the 
Gonzalez Justice Department has taken the same view, and now 
the Ohr Justice Department agrees with all the previous Justice 
Departments. 

Mr. Coble. I believe the time belongs — I think the time belongs 
to Mr. Cannon, Mr. Conyers. 

Mr. Conyers. He yielded. 

Mr. Coble. I am sorry. 

Mr. Cannon. I note I only have a moment remaining, so let me 
just say that I think the weight of the Federal thinking on this 
issue is pretty consistent, and it is a cause for grave concern. I 
don’t want Utah to get bombarded with gambling that becomes 
legal and back-door a system that is going to lead many kids to the 
kind of difficulty that Mr. Kindt has already talked about, which 
I think is an abomination. 

Unfortunately, Mr. Goodlatte had to leave, so we are not going 
to be able to clarify some of these things, but this is the core prob- 
lem that I have with this issue, and either we resolve that for the 
sake of Utah or I have to oppose the legislation strenuously. 

Thank you, Mr. Chairman. I yield back. 
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Mr. Coble. I thank the gentleman. 

The gentleman from Michigan. 

Mr. Conyers. I just want unanimous consent to proceed for one 
additional minute. 

Mr. Coble. Without objection. 

Mr. Conyers. Because it is very important that we understand 
that this carve-out didn’t just get invented this afternoon. This has 
gone through several Administrations. Mr. Ohr, I think, has come 
around to what is more consistent with his written statement, sub- 
mitted that there are likely carve-outs. 

Now the good intentions of an author of legislation notwith- 
standing doesn’t really amount to much in a Judiciary Committee 
hearing. We may in good faith intend a lot of things, but horse rac- 
ing is a very lucrative business and gambling is part of it, so we 
need to be very careful about this and ask the gentleman to give 
us his best thinking on this, and if there is anything he wants to 
submit to the Chairman after this hearing, we would be delighted 
to receive it. 

Mr. Coble. Mr. Conyers, we will keep the record open for 7 days. 
We will have a second round. 

Now have you finished, Mr. Conyers? 

The gentlelady — and I apologize, I didn’t realize that Mr. Cannon 
had yielded to you, and to you I apologize for that. 

The gentlelady from Texas, Ms. Jackson Lee, is recognized for 5 
minutes. 

Ms. Jackson Lee. Mr. Chairman, I appreciate the fact that we 
had a Member and proponent against the legislation, and seems 
that he has disappeared. 

Let me, first of all, raise the question of what — very sort of broad 
question. 

I would be happy to yield. 

Mr. Conyers. I just wanted to ask Mr. Ohr if he knows that we 
have comments from the horse racing industry that confirm that 
they obtained a carve-out for their industry, that that is their atti- 
tude on the subject. Are you familiar? 

Mr. Ohr. I am not familiar with their comments. 

Mr. Conyers. You wouldn’t be surprised if that were the case? 

Mr. Ohr. That causes us concern, yes, sir. 

Mr. Conyers. Thank you very much. I thank the gentlelady for 
yielding to me. 

Ms. Jackson Lee. I am delighted to yield. 

Mr. Ohr, I will follow up with you then. Mr. Goodlatte is not 
present, and forgive me for being detained at another meeting and 
engaged in another meeting in the outer office here. Give me again 
the assessment that you have from the Department of Justice on 
the necessity of this legislation. 

Mr. Ohr. I would be happy to do that, Ms. Congresswoman. 

The Department supports this legislation. We believe that, pri- 
marily because it strengthens the position the Department has 
taken throughout, that section 1084 applies both to telephone and 
to the Internet gambling, interstate gambling over telephone or 
interstate gambling over the Internet, and for that reason as well 
as some additional tools that are provided in the bill, the Depart- 
ment supports the bill. 
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We do have several concerns about certain provisions of the bill, 
some of which we have been discussing here. They are outlined in 
my written testimony. 

Ms. Jackson Lee. My colleague just mentioned the carve-out for 
horse racing. Are you aware or is the Department aware of the var- 
ious companies that offer online betting on horse racing already ex- 
isting, as I understand it? 

Mr. Ohr. I don’t have a specific — I would have to get back to you 
on specific examples, if that is what you are asking. 

Ms. Jackson Lee. I am looking for that kind of explanation, if 
you would. 

Because I guess where I am going on this questioning, and I will 
include the other gentlemen in just a moment, is both the necessity 
but also the discriminatory fact or discriminatory aspects that may 
incur out of this particular legislation if we don’t get it right. And 
so I am sensing that we are not getting it right, and even with your 
support I have great questions. 

I understand the Reno Justice Department, Ashcroft Justice De- 
partment and the Gonzalez Justice Department all have taken the 
view that the bill has carve-outs that I think you are concerned 
about, is that my understanding? 

Mr. Ohr. We have concerns about any carve-outs. We certainly 
believe that we would have any very serious concerns about any 
bill that would create an exception to 1084 and allow, for example, 
interstate gambling on horse races. 

Ms. Jackson Lee. With that in mind, since we have a state of 
confusion, I would be concerned about legislation that poses more 
confusion than solutions. 

Is it Mr. Kindt from the University of Illinois? Just because I 
missed Mr. Goodlatte, give me your assessment on a bill that 
seems to have a discriminatory aspect. What are you trying to 
focus on on this legislation? 

Mr. Kindt. I was asked to appear with regard to the socio- 
economic impacts of gambling, and to that end let me just mention 
one thing that Representative Scott raised earlier and that was 
about all the flow of income coming in. What I put up here in one 
of the overheads were the eight leading studies, and no matter how 
much money you have coming in in tax revenue, it doesn’t cover 
the social costs. All eight of those studies — it is usually a three to 
one ratio, of $3 in cost for every $1 in benefits. 

Ms. Jackson Lee. Let me make this point on your point, which 
is have we challenged the industries across the board to actually 
invest in correcting whatever these social ills might bring about? 
Have we ever had a scenario where the industries have been taxed, 
if you will, to create a better atmosphere if, for example, some may 
have thought that the bill has defects in it? 

Mr. Kindt. The industry has created, sometimes voluntarily, 
sometimes with the encouragement of the States, programs to ad- 
dress addicted gambling, but it is usually extremely low consid- 
ering what the problems are, and when you add up the benefits 
and you do a valid cost-benefit analysis, the costs simply over- 
whelm the benefits. I put up two or three overheads in this hearing 
to demonstrate that. 
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It is really a slam dunk when it comes — this is not a debatable 
issue. There is no debate on this. The costs are really just very 
large. It is like drug addiction. They call it the crack cocaine of cre- 
ating addiction, is this gambling addiction. So that is not my termi- 
nology. That is the overwhelming terminology of the majority of so- 
ciologists and psychologists who deal with the area. 

I remember Jesse Jackson, Jr., coming to Chicago on Martin Lu- 
ther King Day and saying — and this is a very contentious state- 
ment, but he said “these are the new economic chains on our peo- 
ple.” 

Ms. Jackson Lee. My time is gone. Let me conclude, Mr. Chair- 
man, if you would just indulge me an additional minute. 

I cannot pose a question to Mr. Vallandingham, but let me say 
this, even without this legislation, I think what you are suggesting 
is that this legislation would go to the expansion of what may be 
a vastly costly disease, which is gambling, period. My concern 
would be, are we finding a solution to the cancer or are we nar- 
rowing it to one isolated form of gambling or one we can bring the 
industry in and challenge it to do a better job, period. If we don’t 
have Internet gambling or we have these carve-outs, we have a 
fractured bill, then we are still not getting to the sickness of gam- 
bling for those who are sick in doing it. 

So I make that point, and I make the point that the bill seems 
to — as I said, the proponent is not in the room, and I am sorry that 
he is not, but hopefully we will have some further explanation. I 
think we went through this before, Mr. Coble; and, to Mr. Scott, 
we went through this before. 

I conclude by saying this, that the issue of this gambling issue, 
Mr. Chairman and Mr. Ranking Member, needs to broader than 
the immediate hearing that we have. I am going to put two ques- 
tions on the record. So I am going to end, and they can give it to 
me in writing. 

Then I will pose a question, because I was taken aback by a 
hearing by the Energy and Commerce Committee on criminal activ- 
ity with children and Internet sexual activities. Again, I am just 
making a brief comment; and I would commend to the Chairman 
and the Ranking Member that, since they were talking about crimi- 
nal penalties in the Energy and Commerce Committee, that we 
might have a subsequent hearing dealing with the utilization of the 
Internet for abuse against children. 

Let me read these two questions: Does the Administration sup- 
port total ban or does it wish to permit the interpretation of horse 
racing — excuse me, looks like interpretation of horse racing to be 
a subject to controversy. If the exception were deleted from H.R. 
4777, would the domestic horse racing industry stop this practice? 

In any event, we will have these in writing; and I thank the 
Chairman and the Ranking Member for the indulgence. 

Mr. Coble. I thank the gentlelady. 

Eolks, we are on a stopwatch to try to meet that floor vote, so 
I think we are going to have a second round. 

Mr. Kindt, you indicated you might want to make a statement 
during Mr. Conyer’s questioning. Did you get a chance to do that? 

Mr. Kindt. No, sir. I am fine, and I know that I was behind, 
going out of order. I apologize to Mr. Scott, as a fellow Virginian 
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in my former life, when I addressed one of my comments to Rep- 
resentative Lee. 

Mr. Coble. I wanted to be sure that you were heard. 

Mr. Kindt. Let me just say, in response to Ms. Lee’s question, 
that from my limited knowledge of reading through the bill my in- 
terpretation would be I do not believe it either enables or overturns 
the horse racing. Now, again, the bill changes rapidly, but that is 
my interpretation at this point. 

The only other point I would make with regard to Mr. Cannon — 
I hope I am not speaking out of order again — is that I think this 
debate in the legislative hearing would be introduced into any 
court proceeding. So Mr. Goodlatte and the intent of Congress 
would in fact be determinative, I would hope, if the court was hav- 
ing trouble deciding how to interpret the particular statute. 

Mr. Coble. I thank you, Mr. IGndt. 

Mr. Banker — I pronounce that better. You testified, as it pertains 
to banks, H.R. 4777 would create a, quote, “an added burden of 
monitoring all payment transactions for the taint of Internet gam- 
bling.” What section of 4777 are you stating that would create that 
burden? 

Mr. Vallandingham. As I understand it, Mr. Chairman, it would 
criminalize anybody who was involved in the process of transfer- 
ring those payments, including the banks, knowingly or unknow- 
ingly. So, ultimately, we would be responsible for the monitor of 
those payments and the prohibition of those payments. 

Mr. Coble. Is it true, sir, that the banking industry is already 
taking steps to assist in the identification of money laundering, one 
of the serious concerns related to Internet gambling? 

Mr. Vallandingham. Yes, sir. The Anti-Money Laundering Act 
is something that we are vigorously pursuing, and in doing so we 
identify those customers which we deal with, and we also monitor 
transactions of a certain threshold and report those. But we are not 
responsible for making any decisions about whether they are legal 
or illegal. We are only responsible for the recording of those trans- 
actions in which another entity makes the determination whether 
those are viable transactions or not. 

Mr. Coble. Thank you, sir. 

Professor Kindt, I apologize for having demoted you to the school 
of law. It was an innocent omission on my part. 

I have exhausted my time. I will yield to the gentleman from Vir- 
ginia, Mr. Scott. 

Mr. Scott. Thank you, Mr. Chairman. 

Mr. Kindt, you mentioned the question of whether the taxes 
could offset the social costs. If you have got $24 billion a year gam- 
bling on the Internet, a large portion which is from the United 
States from which you are getting no taxes, some taxes would be 
more than what you are getting now. 

Mr. Kindt. Representative Scott, we hear this or I have heard 
this argument in academic circles for years; and basically I think 
you raise the issue that I tried to start out with, which is that this 
is an international issue. We need to get the State Department in 
on this and start talking about this in terms of international eco- 
nomics and our friendship, commerce and navigation treaties; and 
that would alleviate this type of problem. 
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Mr. Scott. If you are going to have an international agreement 
and come to an agreement, I think we are going to he on the short 
end of that stick. Because in most of the other countries it is al- 
ready legal. So if there is going to he a consensus, it is going to 
be to legalize and regulate. 

Mr. I&NDT. With respect. Representative Scott, I think what we 
are really doing here, and I have provided several law review arti- 
cles just as introductions, with citations, I think we are desta- 
bilizing — 

Mr. Scott. You would simplify the thing by making it illegal to 
gamble on the Internet, would you not? 

Mr. Kindt. It has been illegal to gamble on the Internet for ages 
past. 

Mr. Scott. That is how you would address it. 

Mr. Kindt. Yes. I think that is how the national commission said 
they would address it as well. 

Mr. Scott. Thank you. 

Mr. Ohr, of the people that you have prosecuted for gambling, 
have any of them been for — involving horse racing? 

Mr. Ohr. I would have to get back to you on that. Congressman. 
I am afraid I don’t have the answer. 

Mr. Scott. You believe the present law, it is illegal to gamble on 
the Internet on horse racing? 

Mr. Ohr. That is correct. 

Mr. Scott. At one time, having read the bill before you talked 
to anybody, you concluded that it would not be illegal if the bill 
passed. 

Mr. Ohr. We certainly have concerns that the bill’s language 
could being construed to permit that. 

Mr. Scott. Mr. Vallandingham, do you know the average size of 
a transaction for gambling? 

Mr. Vallandingham. I am told about $110. 

Mr. Scott. When you do drug money, you look for $10,000 trans- 
actions? 

Mr. Vallandingham. Five thousand, generally. 

Mr. Scott. So they kind of stick out. Hundred, couple of hun- 
dred. 

Mr. Vallandingham. Couple hundred sequential. 

Mr. Scott. Do you know what the credit card entry on Paypal 
would be if somebody paid for one of these bills through Paypal? 

Mr. Vallandingham. No, I would have to get back to you as far 
as what — I assume you are requesting the merchant code through 
Paypal for the identification of the payee, is that is what you are 
asking about? 

Mr. Scott. That wouldn’t help you, because you wouldn’t know 
what it was for. If you knew it was a casino, you wouldn’t know 
if it was legal or illegal, you just know the payee. 

Mr. Vallandingham. Which is one of the problems. 

Mr. Scott. If the payee were an attorney who is serving an es- 
crow agent in France 

Mr. Vallandingham. The identification of the payee would not 
be sufficient enough to determine whether it was a valid or non- 
valid payment. 
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Mr. Scott. Are you aware of procedures that can identify some- 
one in terms of age and residence? 

Mr. Vallandingham. No, I am not, not based on the Internet. 
Obviously, if you meet with them in person, you do have that infor- 
mation. 

Mr. Scott. Mr. Goodlatte is not here. I had a question on how 
they can do an interstate — legalize and regulate intrastate. Any- 
body want to make a comment on that? 

I yield back. 

Mr. Coble. Thank the gentleman. 

I will leave it up to Ms. Jackson Lee, you are next in line, or Mr. 
Cannon. 

Ms. Jackson Lee. I will yield to Mr. Cannon. 

Mr. Coble. Mr. Cannon, you are recognized for 5 minutes. 

Mr. Cannon. Thank you, Mr. Chairman. 

Let me state as that I believe gambling is a pernicious vice; and, 
Mr. Kindt, I agree with you entirely. From everything I have seen, 
the costs of gambling far outweigh any kind of benefits that a State 
or society can ever gain from gambling. I can’t understand lotteries. 
I think they are the craziest thing we do. It is a tax on people that 
can’t do math, and they tend to be poor anyway. So it is a horrible 
thing, from my point of view. 

As I was speaking about Utah and the problem that we have 
with having Utah law diluted, you were nodding. I take it you 
would agree you would not want to see any carve-outs, horse rac- 
ing, or whether we characterize it some other way, or lotteries on- 
line. You would like to see that not happen, I would think. 

Mr. Kindt. Are you addressing your question to me? 

Mr. Cannon. Mr. Kindt, yes. 

Mr. Kindt. From my limited reading of the bill and the way I 
read it and I understand it, I don’t believe that it enables or over- 
turns — I don’t think it changes the status quo. 

Mr. Cannon. With regard to horse racing. 

Mr. Kindt. With regard to horse racing. 

Mr. Cannon. You pointed out what we are doing here, we are 
writing a law review article or a brief for a court. And the problem 
is, and I think, Mr. Goodlatte, at the end of my time, you may want 
to address this, but seems to me what we are doing with this bill 
is being absolutely unclear about what we are doing with horse rac- 
ing. That makes the argument for the horse racers when they go 
into court, and I believe Mr. Ohr has said that is probably going 
to be the case, so this bill is going to affect the arguments in court, 
at least. And I don’t know how you can say that we intend — this 
represents a policy against horse racing when, in fact, what we are 
doing is not dealing with horse racing. 

Now that Mr. Goodlatte is back, I would appreciate if you would 
address that, but not right now because I have another couple of 
questions. 

I have always resisted this bill only because of the narrow inter- 
est of the States. Utah is only one of two shining stars in the coun- 
try that don’t have any gambling. That has always been my con- 
cern about this particular bill. 

Let me ask, Mr. Ohr, dog racing interests have stated that sec- 
tion 1084(f) will give horse racing an unfair advantage over other 
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forms of racing. Convenience stores have stated section 1084(f) or 
(d) will allow States to take their lotteries online. Do you agree 
with those two statements, that is, that it is unfair, not whether 
it would make horse racing legal, but 

Mr. Ohr. We continue to oppose all forms of Internet gambling. 
I think I have made that general statement. 

Mr. Cannon. What about the lotteries and convenience stories 
and their concerns in particular? 

Mr. Ohr. I would make the same statement. 

Mr. Cannon. Mr. Vallandingham, if I understand your testimony 
correctly, you are concerned this bill would burden you with trying 
to determine the purpose of electronic fund transfers, and that is 
a concern, right? 

Mr. Vallandingham. Yes, it is. Our transactions, check, ACH 
transactions are uncoded. We would not only have to determine 
whether it was illegal or legal but where it occurred and several 
other facets in determining whether it should be paid or not. 

Mr. Cannon. You talked a little about credit card transactions 
and the kind of coding they have, but ACH clearinghouse trans- 
actions, those are much harder for you to track. 

Mr. Vallandingham. Yes. We don’t collect that information on 
ACH transactions. They generally contain the routing number, the 
account number and the amount. Therefore, the payee is not 
known, and it is not tracked, and, as we identified earlier, identi- 
fication of the payee is not enough to determine if this is a valid 
transaction. 

Mr. Cannon. Do you see that there would be a tendency for peo- 
ple to move away from these relatively traceable transactions? Do 
you see there is a tendency to move away to less traceable trans- 
actions like e-commerce transactions or foreign banking trans- 
actions? 

Mr. Vallandingham. If it was a criminalized activity, I think 
they would. Currently, I think that checks in ACH are not a pre- 
dominant method of payment for these type of transactions, but I 
think most of the transactions occur through the credit and debit 
card industries. 

Mr. Cannon. If you track those, the ability for a person, even a 
very young person, committed to gambling by setting up a Paypal 
account or e-commerce transactions and maybe setting up a bank 
account offshore, that is not a very difficult thing to do for someone 
who has a compulsion. 

Mr. Vallandingham. That is correct; and I think those involved 
in the gaming industry would make that information readily avail- 
able, making it that much easier. 

Mr. Cannon. In the few moments I have left, we had an earlier 
discussion — and I know you had to leave, Mr. Goodlatte — but I am 
deeply concerned about the idea that this debate becomes the pred- 
icate for a legal argument that transcends what we may have in 
our hearts and minds individually or as a body; and I think that 
issue is sort of enjoined again in my last question to Mr. Ohr. 
Would you like to respond to that? 

Mr. Goodlatte. I very much would like to respond to that. As 
you know 
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Mr. Coble. If Mr. Goodlatte would suspend just a moment. We 
are up against the wall on this. This vote is imminent, so, Bob, if 
you could be terse, I would appreciate that. 

Mr. Goodlatte. Let me make one point very clear, and that is 
no matter what the outcome of the dispute between the horse rac- 
ing industry and the Justice Department of another statute not a 
part of this legislation authorizes or doesn’t authorize, no matter 
how that turns out, it would still be illegal for Utah residents to 
bet on horse racing, so Utah could still prosecute no matter what 
the outcome was of that dispute between those parties. 

More to the broader question about this, we had this same legis- 
lation with some modification before this Committee 5 years ago, 
and if you make the perfect the enemy of the good, you can see ex- 
actly what happens. During those 5 years, offshore gambling, suck- 
ing billions of dollars out of this country, including from Utah resi- 
dents, has quadrupled. 

Mr. Cannon. Mr. Chairman, may I make one comment in re- 
sponse? I appreciate that. 

Mr. Coble. Very tersely. 

Mr. Cannon. We are looking at the issue of preemption. I think 
we decided last cycle it would preempt Utah law. I would like to 
work with you on that. 

Mr. Goodlatte. We would very much like to work with you. 

Mr. Cannon. How we solve the larger pernicious problem is vital 
in the context of how we keep those places where we actually reject 
gambling pure. Thank you. 

Mr. Coble. The gentleman’s time has expired. 

We have been joined by the distinguished gentleman from Ohio. 
Mr. Chabot, good to have you with us. 

I am going to recognize the distinguished gentlelady from Texas, 
Ms. Jackson Lee, but I want to say, Mr. Goodlatte, in your absence, 
Mr. Scott — and I don’t want to beat this race horse to death, but 
horse racing has attracted much attention in your absence. 

Ms. Jackson Lee. 

Ms. Jackson Lee. We welcome him back. 

A lot of issues have gotten a lot of attention. 

Let me just recognize the good faith, Mr. Goodlatte, of this legis- 
lation but argue or at least make the provocative argument as to 
whether or not there are elements that we are not curing. For ex- 
ample, it comes to my attention — has come to my attention that an 
Internet gambling industry and prohibition thereof may prevent, or 
the way the legislation is written, gaming operations from 
verifying, one, the age of potential customers, identify problem 
gamblers, which I believe Mr. Kindt is interested in, and pre- 
venting the use for fraudulent activities. Your bill may, in fact, be 
standing in the way. 

Let me, as I pose those thoughts for you, suggest that H.R. 4777 
would require, as I understand. States that authorize Internet 
gambling within their borders to impose secure and effective cus- 
tomer ID and age verification systems to ensure compliance with 
age and residence requirements. But is it your understanding that 
such technology exists, technology that can reliably prevent minors 
from gambling on the Internet? 
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If I can finish my line of questioning, I heard Mr. 
Vallandingham — I didn’t have a question before — talk about the 
complication dealing with money laundering or banking scenarios 
which leads us from one pool of dirty water into other. If you might 
comment on that aspect of it. 

Then let me just say that it has also come to my attention, again, 
with the United Kingdom and Australia, they regulate their Inter- 
net gaming companies. For example, companies regulated in the 
United Kingdom reportedly must use special age verification soft- 
ware, record all bets, place caps on how much an individual can 
wager at a time and be subject to routine audits for fraud or money 
laundering. Might be interesting, Mr. Goodlatte, that we didn’t 
take that approach. Have you taken a look at these regulatory re- 
gimes and assessed their effectiveness in preventing underage use 
and abuse by problem gamblers and money launderers or of regu- 
lated gaming sites? 

I think we should look further to both of those nation states as 
to whether that has been an effective approach to take. 

Mr. Goodlatte. Thank you. Congresswoman. Those are very 
good questions. 

To take the last one first, we have looked at what other countries 
have attempted to do, but the fact of the matter is, as we have all 
acknowledged here today, the way the Internet operates, it goes to 
the lowest common denominator. So the country that is going to 
regulate the least is the one where these sites are going to flock 
to. I think you will find that an attempt to regulate in the United 
States, where we have 50 different States, that each have different 
forms of regulations today would be an impossibility. 

With regard to your first question, also very good, we require 
States that might like to do this to be able to both verify age so 
that minors don’t gamble and verify that the person betting is in- 
side the State when they do that. Neither of those technologies 
exist that are effective today; and notwithstanding what is said 
about what is done in Britain, they cannot effectively verify the age 
of the people placing bets online. 

So if that occurs and if that technology is there to satisfy other 
States and prosecutors that a State can contain it within their 
State, we don’t stop recognizing States have the right to regulate 
gambling as they always have, we don’t stop them here on the 
Internet, but they have to keep it contained within their State. 

Ms. Jackson Lee. I guess I didn’t hear why we couldn’t go the 
route of Australia and the U.K., which seems to have some sem- 
blance of working. I don’t think I have heard clearly why we can’t 
go that route. 

I am going to let Mr. Vallandingham answer this question about 
how murky this gets for you, if you would, please, in terms of the 
assessment you have to make in the banking industry. 

Mr. Vallandingham. To make sure that I answer your question 
correctly, would you please indicate 

Ms. Jackson Lee. What difficulties does the bill pose for you as 
presently drafted? I am reminded of an earlier hearing we had this 
week on sex activity with children on the Internet, and there was 
some kind of pay line they had to deal with. But I am asking spe- 
cifically how does it impact you negatively. 
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Mr. Vallandingham. First and foremost, our systems aren’t set 
up to be a payment monitoring system. So in order to do that there 
would he a required major overhaul of both the check clearing sys- 
tem and the ACH system and ultimately increase the cost to the 
banking industry and ultimately to the consumer in the long haul. 

Additionally, I think that the continued change in the way these 
sites would collect their payments would force us — it would he a 
moving target. We would continue to have to alter the systems, 
even if we were in some way able to make it work, so it would be 
continued overhead in the long haul. 

Additionally, it adds yet another layer of regulation in tr3dng to 
assess these payments and determine whether they are valid or not 
valid and should we block them or not; and it would divert atten- 
tion away from things that are being successful such as anti-money 
laundering and know your customer programs that ultimately help 
us keep the fight against terrorism being successful. 

Ms. Jackson Lee. Mr. Chairman — and I thank you very much. 
Let me, if you would allow me, to conclude very briefly. 

Because I respect Mr. Goodlatte greatly. He knows that we have 
been dealing now with a series of events that included the former 
lobbyist, Mr. Abramoff, but I want to make sure as we are dis- 
cussing anew, and I think it is important for you to state, are we 
free of the taint of the e-lottery debacle and writing in language or 
not writing in language or supporting this legislation or not sup- 
porting this legislation? Because my particular company or client 
that I am representing was not satisfied. Are we free of that now 
so whatever our position is on this bill, for or against it, that we 
don’t have this taint? I understand he was arguing about protection 
of State lotteries. We may still have that as an issue. But help us 
know that we are free of that taint as the legislation is before us. 

Mr. Goodlatte. If I might have leave to respond to the 
gentlelady. 

Mr. Coble. I hate to keep you on a short leash. I have been ad- 
vised that there is a second Judiciary Subcommittee hearing that 
will commence at 4:00, so we have to wrap up. 

Proceed, Mr. Goodlatte. 

Ms. Jackson Lee. Thank you, Mr. Chairman. 

Mr. Goodlatte. Ms. Jackson Lee, first of all, thank you. You 
have been dedicated to working on this issue. You have been work- 
ing with me on this issue, and I very much appreciate that. 

I will say I think it is very important Members of Congress ad- 
dress the fact this legislation was derailed several years ago be- 
cause of misrepresentations by the legislation made by Mr. 
Abramoff and others, and I think it is very important that we ad- 
dress it now and we address it as thoroughly and responsibly as 
we can. That is the effort we have made with this legislation. I 
think it is very good and goes a long way to address any problem, 
but we are going to work with other Members to make sure we are 
getting it right and make sure this Congress is not pulled down by 
misrepresentations by lobbyists about the nature of the legislation. 

Ms. Jackson Lee. I thank the gentleman. I yield back. 

Mr. Coble. Thank the gentlelady. 

Mr. Scott and I have one remaining question. 

Mr. Vallandingham — am I getting better, Mr. Vallandingham? 
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Mr. Vallandingham. Getting better. 

Mr. Coble [continuing]. Is it your belief that Mr. Goodlatte’s bill 
creates criminal penalties for banks and/or financial institutions? 

Mr. Vallandingham. It is my understanding that it would create 
criminal penalties for anybody who facilitated those payments. So 
I would say yes. 

Mr. Coble. Mr. Goodlatte, I was thinking that the civil penalties 
were only directed at gambling businesses. Now do you want to ad- 
dress that, Mr. Goodlatte? 

Mr. Goodlatte. Yes, I would very much welcome the oppor- 
tunity to address that and assure the members of the banking in- 
dustry that there are no criminal penalties that apply to banks. 
The fact of the matter is that this is directed at the gambling insti- 
tutions, and the only authority that is provided to law enforcement 
with regard to any financial institution is the right to seek civil in- 
junctive relief. 

Mr. Coble. How about civil penalties against banks or lending 
institutions? 

Mr. Goodlatte. Only under what is already in existence under 
laws related to failure to comply with injunctions that might be ap- 
proved by a court after they are approached by a law enforcement 
agency that says that somebody is in violation of the law and they 
want them enjoined from 

Mr. Coble. Mr. Vallandingham, when you return to West Vir- 
ginia, will this cause you to sleep more soundly at night after hear- 
ing that? 

Mr. Vallandingham. No, it won’t. Because the bill doesn’t define 
gambling business other than to say the business of betting and 
wagering. Other statutes use similar terms, having construed to in- 
clude within its scope anyone that conducts a gambling business if 
that person performs any act, duty or function which is necessary 
or helpful in operating the enterprise. This includes waitresses and 
other servers, even if they weren’t paid. It included custodians, 
telephone clerks and doormen, also bookkeepers and secretaries. 
So, clearly, a bank can be viewed as necessary or helpful to an 
Internet gambling enterprise. No bank acting prudently could ig- 
nore that risk. 

Mr. Coble. This will be for another day. 

I know Mr. Scott has a question, and 4 is imminent. So, Mr. 
Scott. 

Mr. Scott. Let me just pose the question, and we can get the in- 
formation in due course. I wanted more information on how a State 
could — if a State wanted to — if Nevada wanted to legalize gambling 
on the Internet, how would that work? If you have information on 
that. 

Also, if you are aware of identification processes where a person 
over the Internet can be identified as the person who is over 21 
and possibly where their residence happens to be. 

Mr. Goodlatte. Mr. Scott, thank you. 

As I have indicated earlier, we don’t believe that such technology 
exists today. So while the legislation would recognize the rights of 
States to continue to regulate gambling, including gambling on the 
Internet, unless they can meet those two criteria of being able to 
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identify where the person is placing the het and whether or not 
they are a minor, they will not be able to proceed. 

If that technology is developed in the State of Nevada or some 
other State wanted to proceed to do that, they would proceed to do 
that; and if some other State believed they were not using tech- 
nology adequate to that purpose, then they would seek the rem- 
edies under this legislation to establish that they should be en- 
joined from doing that. 

Mr. Coble. I thank the gentleman. 

Mr. Goodlatte, you were chomping at the bit. I didn’t want to cut 
you off. Did you want to be heard one final minute in response to 
Mr. Vallandingham? 

Mr. Goodlatte. Only to ensure him that the intent of this legis- 
lation is not to put banks in the situation he described, and we are 
more than happy to work with his association to accomplish that 
goal. 

As the gentleman knows, another piece of legislation similar but 
operating somewhat differently in its effect passed the financial 
services industry and is headed to the floor of the Congress. We 
want to make sure that these two pieces of legislation are made 
harmonious and in the process are as friendly to the banking in- 
dustry as we possibly could make it. 

Mr. Coble. This has been a productive hearing, and I thank the 
witnesses and I thank those in the audience who have very pa- 
tiently endured the time with us. 

We thank you for your testimony, gentlemen, and in order to en- 
sure a full record and adequate consideration of this important 
issue, the record will be left open for additional submissions for 7 
days. Also, any written questions that a Member wants to submit 
to the witnesses should be submitted within that same 7-day pe- 
riod. 

This concludes the legislative hearing on H.R. 4777, the “Internet 
Gambling Prohibition Act of 2006.” We thank you for your coopera- 
tion and attendance, and the Subcommittee stands adjourned. 

[Whereupon, at 3:43 p.m., the Subcommittee was adjourned.] 
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Prepared Statement of the Honorable Robert C. Scott, a Representative in 

Congress from the State of Virginia, and Ranking Member, Subcommittee 

on Crime, Terrorism, and Homeland Security 

Thank you, Mr. Chairman. I am pleased to join you in convening this hearing re- 
garding federal regulation of gambling over the Internet. I believe that all gambling 
should be tightly regulated. It has traditionally been, primarily, a state regulatory 
responsibility. It should continue to be so, in my judgment, although it is appro- 
priate for the federal government to have a role to assist states in the total regu- 
latory scheme. 

The federal government undertook such a role in passing the 1961 Wire Commu- 
nications Act as a way to assist in the fight against gambling by organized crime 
syndicates. The Department of Justice contends that it can prosecute Internet gam- 
bling businesses under that law, but, clearly, that law was not designed with Inter- 
net gambling in mind. While I appreciate tbe desire of my colleague, the gentleman 
from Virginia, to update the ability of the Department to address illegal gambling 
in today’s context, I do not believe that H.R. 4777 is likely to be effective in doing 
so. 

Regulating anything on the Internet is problematic, even where desirable. Most 
law enforcement is jurisdiction dependent. The Internet has no jurisdiction and, as 
a result, I suspect that even if we are successful in closing down business sites in 
the United States or in countries that we can get to cooperate, because of the nature 
of the Internet, and the ingenuity of persons using it, the approach in H.R. 4777 
will be, ultimately, ineffective. As we will hear from our witness panel, this bill will 
create an enforcement nightmare for the financial institutions it requires to look for 
and stop illegal internet gambling transactions. Identif 3 dng Internet gambling ac- 
tivities will be very difficult if not impossible. While some companies may be able 
to identify some gaming transactions by the codes used, such enforcement efforts 
can be easily thwarted. A business may have one code for payment purposes but 
may engage in several activities, including Internet gambling. Caesar’s Palace could 
have a hotel and a gaming operation or a foreign company could have a hotel and 
a casino that could be paid as a single account over tbe Internet. Or, an e-cash or 
electronic payment system, or any escrow agent can relocate in another country and 
thereby evade the enforcement mechanism in this bill, or even domestically. All the 
bank knows is that the payment came from “PayPal”. And with some Internet gam- 
ing activities being legal, how would a financial institution distinguish between 
them and illegal activities? 

Further, we should not overestimate the cooperation we will get from other coun- 
tries. According to Christiansen Capital Advisors, Internet gambling websites 
brought in $14.71 billion worldwide last year, which is up from $8 billion the year 
before. This number is expected to almost double to an expected $24 billion by 2010. 
Presently, over 85 foreign governments allow some form of gambling online, and 
that number is likely to grow, as well. So what governments are likely to cooperate 
with us in prosecuting businesses they authorize to operate? And even if we are suc- 
cessful in getting cooperation from some countries, we would simply be increasing 
the profit opportunities for uncooperative countries, especially those with whom the 
United States does not have normal diplomatic relations. 

This bill does not prohibit internet gambling; it prohibits running the operation. 
If we wanted to be effective in prosecuting illegal gambling over the Internet, we 
would prosecute individual gamblers. A few sting operations would get the word out 
that if you gamble over the Internet, you are at tbe mercy of law enforcement, be- 
cause you leave a trail they can follow. So long as individuals can gamble over the 
Internet with impunity, a market will be provided for them which the regulatory 
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scheme in this hill will not he able stop. For example, we prohibit sales of illegal 
drugs but we see that as long as there remains a demand for drugs, we only have 
limited success in the war on drugs. If we took the approach of this bill in enforcing 
drug laws, we would be prosecuting the seller but not the buyer, and have even less 
effect than we have now. 

Since we are not talking about prohibiting Internet gambling but simply prohib- 
iting the operation of internet gambling sites in jurisdictions the FBI can get to, I 
believe that there are more effective regulatory approaches than the approach of- 
fered by H.R. 4777. However, the approaches must be developed, taking into account 
the technology, state policies with respect to gambling, and Internet gambling prac- 
tices and preferences. This was the effect of the bill authored by full Committee 
Ranking Member Conyers last Congress, H.R. 1223. It established a Commission 
that would study the issue and made recommendations for a regulatory environ- 
ment for Internet gambling that would be controlled by individual states. States do 
tend to prohibit individuals from gambling, so Internet gambling can be both effec- 
tive and individualized to each state. Under the bill’s regulatory scheme, if Nevada 
opted to allow Internet gambling within its borders, it could. If Utah prohibited indi- 
viduals in that state from gambling over the Internet, it could and that would be 
enforceable by the federal government, by the states that allow gambling as well 
as by the state of Utah because in the fullness of time, a gambler could be required 
to provide a mailing address in order to get paid. 

And if protecting the public is a goal of regulating Internet gambling, it is much 
more likely that those who chose to gamble over the Internet will do so through a 
licensed, regulated entity under the Conyers approach than under H.R. 4777. First, 
a consumer in a state where Internet gambling is legal will have confidence that, 
if they win, they will get paid by the licensed, regulated operation. A consumer 
would have no similar confidence in “fly-by-night-off-shore-casino.com”. So, a likely 
result from licensed regulated Internet gaming entities would be to drive less rep- 
utable businesses, who do not abide by the law, out of business. 

Another significant result is that states that chose to authorize Internet gambling 
can tcix it. At a time when unauthorized Internet gambling is flourishing (over $14 
billion dollars with half of it originating in the U.S.), and when most states are cash 
strapped, those states that have already chosen to authorize regulated gambling 
could receive much needed revenues from both the operators and winners, while 
contributing to the control of the industry and protections to the gambling public. 

The overwhelming portion of those who play the numbers buy legal lottery tickets 
which are regulated and taxed and actually pay lower odds compared to illegal num- 
bers operations. For the same reasons, people who choose to gamble over the Inter- 
net will patronize legal domestic websites, even if they have to pay taxes on 
winnings. I believe we should regulate Internet gambling, but we should do it effec- 
tively. And we should not subject any single business sector to sole or principle re- 
sponsibility for doing the bulk of the enforcement work, whether it is the banking 
industry, as in this bill, or the Internet service industry, as we tried in prior bills. 
There are ways to regulate Internet gambling effectively, and a study Commission 
to develop those ways is the best way to come up with them. Again, I thank you, 
Mr. Chairman, for holding this hearing and look forward to hearing the testimony 
of the witnesses. 
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Response to Post-Hearing Questions from Bruce G. Ohr, Chief of the Orga- 
nized Crime and Racketeering Section, United States Department of Jus- 
tice 



U.S. Department of Justice 

Office of Legislative Affairs 


Office of the Assistant Attorney General 


Washington, D.C 20530 


July 19, 2006 


The Honorable Howard Coble 
Chairman 

Subcommittee on Crime, Terrorism, and Homeland Security 
Committee on the Judiciary 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Enclosed please find responses to questions posed to Mr. Bruce Ohr, Chief of the 
Organized Crime and Racketeering Section, Criminal Division, Department of Justice, 
following Mr. Ohr's appearance before the Subcommittee on April 5, 2006 at its hearing on 
H.R. 4777, the “Iniemei Gambling Prohibition Act.” 

Thank you for the opportunity to supplement Mr. Ohr’s testimony. We hope that 
this information is helpful to you. The Office of Management and Budget has advised that 
there is no objection to the presentation of these responses from the standpoint of the 
Administration's program. If we may be of additional assistance, please do not hesitate to 
contact this office. 


Sincerely, 

l4xi_ iyiijjL 

William E. Moschella 
Assistant Attorney General 


Enclosure 

cc: The Honorable Bobby Scott 
Ranking Minority Member 


The Honorable John Conyers, Jr. 
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FoUow Up Questions to Bruce Ohr, Chief, 

Organized Crime and Racketeering Section, Criminal Division, 

House Judiciary Subcommittee on Crime, Terrorism, and Homeland Security 
Hearing on lI.R. 4777, the “Internet Gambling Prohibition Act,” April 5, 2006 


I. Background on Internet Gambling 


1. How many Americans dues (he Department estimate to have participated in 
Internet gambling? 


Response: The Department does not maintain Information or statistics concerning the 
number of Americans vvho have participated in Internet gambling. 


2. How much money does the Department estimate Americans wager annually 
over the Internet? 


Response: The Department does not maintain information or statistics concerning the 
amount of money wagered annually by Americans over the Internet. 

3. If companies that accept bets over the Internet from Americans were taxed 
in the same manner and at the same rates at which U.S. corporations are 
taxed, how much revenue would be produced for the U.S. Treasury? 

Response: The Department does not maintain information or statistics concerning the 
amount of money wagered annually by Americans over the Internet. Thus, w'c cannot 
estimate the amount of revenue that would be produced for the U.S. Treasury as a result 
of such activity. 

4. If Americans who wager over the Internet had their winnings taxed in the 
same manner, at the same rates, and with similar compliance as taxpayers’ 
winnings in domestic land-based casinos are taxed, how much revenue would 
be produced for the U.S. Treasury? 

Response: The Department does not maintain information or statistics concerning the 
amount of winnings by Americans. We note, however, that 26 U.S.C. § 61 defines 
“gross income” as “all income from whatever source derived,” and that income from 
illegal transactions is included in gross income. Also, § 1.61 -14(a) specifically provides, 
“Illegal gains constitute gross income.” We do not have an estimate of the number of 
Americans who currently do not declare such winnings on their income tax returns. 
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5. In the recent proceedings before the World Trade Organization between the 
United States and Antigua and Barbuda, when asked, the U.S. Trade 
Representative was reportedly unable to produce any ev idence of money 
laundering being conducted through Internet gambling. What evidence does 
the Justice Department have that Internet gambling sites are being used for 
money laundering? 

Response: The Department cannot comment on any pending or planned investigations. 
We note that some of the Internet gambling cases that have already been prosecuted have 
included money laundering charges. For example. Gold Medal Sports, located in 
Curacao, pleaded guilty to a RICO information, which alleged both gambling and money 
laundering violations, for accepting spK)rls bets over the telephone and Internet from 
undercover agents from the Internal Revenue Service, Criminal Investigation, in 
Wisconsin. The money laundering charges stemmed from wire transfers or check 
disbursements made with Gold Medal betting funds. 

6. In the United Kingdom, Internet gambling companies are licensed and 
regulated. What steps do public companies regulated by the United 
Kingdom undertake to prevent abuse of their Internet gambling websites by 
underage individuals, by problem gamblers and by potential money 
launderers? 

Response: While the Department is aware that the United Kingdom has legalized forms 
of Internet gambling, we do not have specific information on the requirements for public 
companies to offer such wagering in the United Kingdom. 

II. Effectiveness of H.R. 4777 

1. If H.R. 4777 were to be enacted into law, could Americans continue to wager 
over the Internet using foreign based third-party payers? 

Response: The Department believes that it is currently illegal under federal law for 
foreign based gambling businesses to accept bets or wagers via wire communication 
facilities from individuals in the United States, and that H.R. 4777 w'ould not change this. 
H.R. 4777 also prohibits the acceptance of certain forms of payment for such wagering. 
This restriction is applicable to “an electronic fund transfer or funds transmitted by or 
through a money transmitting business, or the proceeds of an electronic fund transfer or 
money transmitting service, from or on behalf of the other person.” 

If the gambling business is accepting wagers over the Internet from individuals in the 
United States, then the gambling business would be violating current Section 1 084 of 
Title 1 8, as well as Section 1084 as it would be amended by H.R. 4777. Depending upon 
the specific facts, a foreign based third-party payer may be deemed to be a money 
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transmilling business or a money transmitting service as those terms are delined in H.R. 
4777. If this is the case, then the gambling business is prohibited from accepting 
electronic fund transfers or the proceeds of electronic fund transfers to pay for the illegal 
gambling. Again, depending upon the specific facts, the foreign based third party payer 
could be deemed to be aiding and abetting the gambling business and would be 
criminally liable. 

Section 1 084, even as amended by H.R. 4777, pertains to the gambling business, not the 
individual bettors. Thus, while it is currently illegal for gambling businesses to accept 
wagers from Americans over the Internet, and would continue to be illegal under H.R. 
4777, if individuals in the United States are currently using foreign based third-party 
payers to pay for their wagers, then they would most likely be able to continue to do so. 

2. Under H.R. 4777, would wagering on horse races be permitted to continue? 

If so, how would a U.S. financial institution be able to determine whether a 
credit card transaction for an Internet bet on horse racing was for a bet 
placed from a location within a state in which such bets are authorized? 

Response; Proposed subsection 1084(d) permits the use of a communication facility for 
the transmission of bets or wagers or information assisting in the placing of bets or 
wagers if, at the lime the transmission occurs, the individual placing Ihc bet, the gambling 
business, and facility processing the bets are physically located in the same Stale. Thus, 
intrastate wagering on horse racing using a communication facility would be permitted 
under H.R. 4777. 

The Department views current Section 1084 as prohibiting interstate wagering on horse 
races and believes that the Interstate Horseracing Act did not alter that prohibition. 
Representative Goodlalie testified that H.R. 4777 is not intended to change the existing 
relationship between Section 1084 and the Interstate Horseracing Act. After the April 5 , 
2006 hearing, the Department worked in consultation with Representative Goodlatte to 
develop legislative language for inclusion in H.R. 4777 to effectuate his intent to 
maintain the current status quo between the Interstate Horseracing Act and federal 
criminal statutes. As a result of those discussions. Representative Goodlatte agreed to 
modify H.R. 4777 by deleting subsection 1084(f), and creating new sections 5 and 6 
within the bill. 

Section 5, Rule of Construction, is now a separate section of the bill that refers to “this 
Act,” rather than “this section,” thus making it more neutral than the original provision, 
which would have explicitly amended 18 U.S.C. § 1084. Section 6, Sense of the 
Congress, clearly stales that H.R. 4777 does not change which activities related to horse 
racing may or may not be allowed under federal law, and that the bill does not change the 
relationship between the statutes in effect at the time of H.R. 4777's consideration. The 
Department believes that this new legislative language more effectively carries out 
Representative Goodlatte's intent to preserve the status quo than the introduced version of 
H R. 4777. The inclusion of specific language in the legislative history of the bill 
reiterating the language of Section 6 would be helpful in further confirming that H.R. 
4777 is not intended to alter the current relationship between the criminal wagering 



101 


statutes and tlie Interstate Horseracing Act. 


ILR. 4777 neither requires U.S. financial institutions to determine the physical location of 
the individual using the credit card, nor requires financial institutions to monitor 
transactions. Rather, the requirements for the “secure and effective customer verification 
and age verification system” pertain to the gambling businesses, not to financial 
institutions. 

Pursuant to proposed subsection 1084(i), Federal, State, tribal, or local authorities can 
seek declaratory and injunctive relief, which could include a request to have a financial 
institution block payments to a particular account. The seeking of injunctive relief, 
however, requires a civil action in which a United States District Court will decide the 
appropriate form of relief 

3. If H.R. 4777 were to be enacted into law, how would a financial institution be 
able to determine whether a check or ACH payment being cleared was for a 
barred Internet gaming transaction? 

Response: H.R. 4777 does not impose a duty to monitor upon financial institutions. 

Thus, financial institutions would only be required to bar transactions pursuant to a court 
order issued after a hearing pursuant to proposed subsection 1 084(i). The financial 
institution would have the opportunity to inform the court during the hearing if it is 
unable to bar particular transactions. 

4. If H.R. 4777 is enacted, what would be the impact on the number of 
Americans who wager over the Internet, and on what data or evidence is the 
Department basing this estimate? 

Response: The Department does not maintain information or statistics concerning the 
number of Americans who currently place wagers over the Internet. Thus, we cannot 
provide an estimate regarding the extent to which H.R. 4777 would impact the number of 
individuals who wager over the Internet. 

5. Would a U.S. financial institution be in violation of H.R. 4777 if it provides 
an offshore Internet gambling site with access to information the site uses to 
screen out minors and to limit wagers by individuals to deter problem 
gambling? 

Response: Under H.R. 4777, criminal liability applies to one who is “engaged in a 
gambling business.” Aiding and abetting liability is also applicable pursuant to 1 8 U.S.C. 
§ 2, which states as follows: 

“(a) Whoever commits an offense against the United States or aids, abets, 
counsels, commands, induces or procures its commission, is punishable as a 
principal. 
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(b) Whoever willfully causes an act to be done which if directly performed by him 
or another would be an offense gainst the United Slates, is punishable as a 
principal.” 

Whether a financial institution would violate H.R. 4777 by providing information to 
offshore Internet gambling sites - information which was subsequently used by the 
Internet gambling site - would depend upon the specific facts involved in each case. As 
each case is different, we cannot speculate on whether such conduct would be sufficient 
to constitute aiding and abetting. 

6. What would be the maximum liability exposure (in terms of criminal and 
civil penalties) of domestic banks and other financial transaction providers 
under H.R. 4777? 

Response: Currently, the maximum penalty' for a violation of Section 1084 is two years 
in prison, a $250,000 fine, and a onc-year term of superv'ised release. H.R. 4777 provides 
for “a fine under this title or imprisonment not more than five years, or both” for each 
offense. Generally, each violation could be charged as a separate count in the indictment. 
The maximum sentence, therefore, would depend upon the number of violations of 
Section 1084 for which the individual or entity was convicted. 

H.R. 4777 also provides for injunctive or declaratory relief. Such relief may be granted 
pursuant to Federal Rule of Civil Procedure 65. The federal district court would decide 
what type of injunctive relief would be appropriate. This would be determined on a case- 
by-case basis after a hearing. 

7. What would be the maximum liability exposure (in terms of criminal and 
civil penalties) of Internet service providers, such as AOL and Rarthlink, 
under H.R. 4777? 

Response: The maximum criminal liability would be the same as set forth above in the 
response to question six. 

H.R. 4777 also provides for injunctive or declaratory relief. Such relief may be granted 
pursuant to Federal Rule of Civil Procedure 65. The federal district court would decide 
what type of injunctive relief would be appropriate. Proposed subsection 1 084(i)(3) 
pertains to the forms of injunctive or declaratory relief granted against an internet service 
provider. 

This subsection provides that such relief would: 

(A) be limited to the removal of, or disabling of access to, an online site 
violating this section, or a hypertext link to an online site violating this 
section, that resides on a computer server that such service controls or 
operates; except this limitation shall not apply if the scrv'icc is violating 
this section or is in active concert with a person who is violating this 
section and receives actual notice of the relief; 
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(B) be available only after notice to the interactive computer 
service and an opportunity for the service to appear are provided; 

(C) not impose any obligation on an interactive computer service 
to monitor its service or to affirmatively seek facts indicating 
activity violating this section; 

(D) specify the interactive computer service to which it applies; 
and 

(R) specifically identify the location of the online site or hypertext 
link to be removed or access to which is to be disabled. 

8. What would be the maximum liability exposure (in terms of criminal and 

civil penalties) of telephone companies that could be liable under H.R. 4777? 

Response: The maximum liability exposure for telephone companies would be the same 
as that set forth in the response to question 6. While current Section 1084(d) - which 
would be renumbered as subsection 1084(h) if H.R. 4777 were enacted - concerns 
common carriers discontinuing service upon receiving notice from law enforcement, this 
provision does not impose a penalty upon the telephone company. 

Til. Changes in the Legislation 

1. The Internet Gambling Prohibition Act of 2000 (H.R. 3125, 106*’’ Congress) 
would have prohibited the provision of betting services over the Internet and 
sending information assisting in such betting over the Internet. It did not 
address financial transactions relating to such bets. By contrast, 
enforcement of H.R. 4777 relies almost exclusively on barring financial 
transactions related to Internet gambling. Does the Department support the 
change in the emphasis of the legislation from those actually providing the 
betting services as provided in the 2000 legislation to now focusing only on 
financial institutions? 

Response: H.R. 4777 prohibits both gambling and financial transactions. H.R. 4777 
would amend an existing criminal statute, does not focus solely on the financial 
institutions, and is not enforced exclusively by barring financial transactions. 

2. Which would be more effective in enforcing the law and curtailing Internet 
gambling by Americans - the prohibition of betting services and the sending 
of information assisting in betting over the Internet as provided for in the 
2000 legislation, or barring financial transactions as embodied in H.R. 4777? 

Response: The Department believes that both approaches, the prohibition of betting 
services and the barring of financial transactions, are useful. We believe that current law' 
prohibits the provision of such betting services. The current federal gambling statutes, 
however, do not contain any injunctive provisions. As stated in our response to question 
1 of this subsection, H.R. 4777 is not limited to focusing only on the financial 
institutions. 
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IV. What is Barred and What is Authorized under H.R. 4777 


1 . It has been stated^ that this bill “simply clarifies the state of the law” with 
regard to the legality of Internet gaming. However, H.R. 4777 specifically 
excludes pay-to-play fantasy sports contests from the definition of “bets or 
wagers,” and exempts intrastate gambling, intra-Tribal gambling, and 
interstate horserace gambling and intrastate lotteries from the bill’s 
prohibitions. In the opinion of the Department, does H.R. 4777 alter the 
legality of any form of gambling? 

Response: With respect to intrastate gambling. Section 1 084 currently does not apply to 
wholly intrastate wire communication transactions. Under current law, the actual routing 
of the transmission determines if an internet transmission between a bettor and a 
gambling business, when both are located in the same state, is a transmission in interstate 
commerce. H.R. 4777 would eliminate any review of the actual routing if the bettor and 
the gambling business are in the same slate. The Department believes that this would be 
a change in the law. 

The Department believes that current federal law prohibits interstate wagering over the 
Internet, and it is our understanding that it is not the intent of H.R. 4777 to change the 
legality of interstate wagering. Moreover, with respect to interstate horse racing, it is our 
understanding that it is not the intent of the legislation to alter the existing relationship 
between Section 1084 and the Interstate Horseracing Act, and that H.R. 4777 should not 
be construed in such a manner. With respect to tribal gaming, we do not believe that 
H.R. 4777 alters the legality of inter-tribal gaming because the Indian Gaming Regulatory 
Act allows tribes to link tribal casino games. 

2. In your testimony, you state that the Department “has concerns regarding 
some of the provisions of H.R. 4777, including that sections of this proposal 
may weaken current law and standards and that it would also permit 
gambling over the Internet from the home and favor certain industries over 
others.” Docs the Department support applying the provisions of H.R. 4777 
to all forms of Internet gambling? 

Response: The Department supports applying H.R. 4777 to all forms of gambling over 
the Internet which are set forth in the bill. 


V. Horscracing 

1. It has been claimed by some that an amendment to the Commerce-Justice- 
State Appropriations bill in 2000, legalized Internet gambling on horse races 
under the Interstate Horscracing Act, Does the Department concur with this 
position? 


Statement on the House Floor, February 16, 2006 (Cong. Rec. p. E191). 
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Response: I he Department of Justice does not concur with this position. The 
Department of Justice docs not view the 2000 amendment to the Interstate Jlorseracing 
Act as amending existing criminal statutes. 

2. On July 14, 2003, in a letter to Congressman John Conyers, Assistant 
Attorney General William Moschclia opined that the December 2000 
amendment to the Interstate Horseracing Act has no impact on the Wire Act 
or the legality of Internet gaming. Does the Department still hold this 
position? 

Response: The Department of Justice continues to maintain this position. 

3. Does the Department have an estimate for the amount of money presently 
wagered annually by Americans on horse races over the Internet offered by 
companies operating pursuant to (be December 2000 amendment to the 
Interstate Horseracing Act? 

Response: The Department does not maintain information or statistics concerning the 
number of Americans who currently place wagers over the Internet. Thus, the 
Department cannot estimate how H.R. 4777 would impact the number of individuals who 
would wager over the Internet. 

4. What regulatory regime is presently in place in this country with respect to 
Internet gaming on horse racing to prevent use by minors and abuse by 
problem gamblers and money launderers, and how effective is this regime? 

Response: The reguiatoiy regime for gambling on horse racing is a matter of state law. 
The Department does not maintain information on this topic. 

5. What regulatory regime is presently in place in this country to assure that 
bets on horse racing are not being placed over the Internet by individuals 
located in states and jurisdictions that do not permit betting on this activity, 
and to what extent is this regulatory regime effective in preventing such bets? 

Response: The regulatory regime for gambling on horse racing is a matter of state law. 
The Department does not maintain information on this topic. 

6. In a press release, the National Thoroughbred Racing Association stated 
”[T]he NTRA worked with Congressman Goodlatte to ensure that HR 4777 
also contained language that protects online and account pari-mutuel 
wagering.” Does the Department concur that H.R. 4777 as presently drafted 
would permit Internet gambling on horse racing? 

Response: Proposed subsection 1084(d) of H.R. 4777 allows intrastate wagering where 
the bettor and the gambling business are located in the same state, the state has authorized 
such bets, and the state has authorized and licensed the gambling business. Thus, 
intrastate wagering on horse races is permissible under H.R. 4777. 
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With respect to interstate wagering on horse racing, the Department continues to believe 
that the Interstate Horseracing Act did not amend existing criminal statutes and that the 
interstate transmission ol'bels on horse racing is not permitted. We understand that the 
horse racing industry does not agree with our position. After the April 5, 2006 hearing, 
the Department worked in consultation with Representative Goodlattc to develop 
legislative language for inclusion in H.R. 4777 to effectuate his intent to maintain the 
current status quo between the Interstate Horscracing Act and federal criminal statutes. 

As a result of those discussions. Representative Goodlatte agreed to modify H.R. 4777 by 
deleting subsection 1084(1), and creating new sections 5 and 6 within the bill. 

Section 5, Rule of Construction, is now a separate section of the bill that refers to "this 
Act," rather than "this section," thus making it more neutral than the original provision, 
which would have explicitly amended 18 U.S.C. § 1084. Section 6, Sense of the 
Congress, clearly states that H.R. 4777 does not change which activities related to horse 
racing may or may not be allowed under federal law, and that the bill does not change the 
relationship between the statutes in effect at the time of H.R. 4777's consideration. The 
Department believes that this new legislative language more effectively carries out 
Representative Goodlatte’s intent to preserve the status quo than the introduced version of 

H. R. 4777. The inclusion of specific language in the legislative history of the bill 
reiterating the language of Section 6 would be helpful in ftirther confirming that H.R. 
4777 is not intended to alter the current relationship between the criminal wagering 
statutes and the Interstate Horscracing Act. 

7. In your testimony, you similarly conclude that HR 4777 “expressly permits 
interstate wagering on horse racing.’^ You reiterate that the bill “would 
change current law. . . and permit the interstate transmission of bets and 
wagers on horse races”, that “(Ijhe Department is concerned that [this 
proposal) would weaken existing law.” Does the Department support 
striking the provisions of HR 4777 that “expressly permitfs] interstate 
wagering on horse racing”? 

Response; Please see response to Question 6 above. 

8. Does the Department support clarifying that Internet Gambling on horse 
races is governed by the Wire Act, and thus barred? 

Response: Please see response to Question 6 above. 

VI. Exemptions 

I . H.R. 4777 expressly authorizes or fails to proscribe certain forms of Internet 
gaming, including Internet wagers on horse racing, fantasy sports, intrastate 
lotteries, intrastate Internet gambling where authorized under state law and 
intra-tribal internet gaming. In his letter of July 14, 2003, Assistant Attorney 
General William Moschella wrote that since the bill then under 
consideration, H.R. 21, would add exemptions to the Wire Act’s definition of 
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‘‘bet or wager,” it could “make otherwise illegal transactions legal.” Does the 
Justice Department still stand behind its analysis in 2003 that adding 
exemptions to the Wire Act as is provided for in H.R. 4777 may make 
activities that arc currently illegal now legal and “expand legal gambling 
opportunities”? 

Response: The Department continues to be concerned about any expansion of gambling 
activities, especially those that would permit gambling from the home. 

H.R. 21 did not amend Section 1084. Rather, it proposed to create a new statute that 
would prohibit persons engaged in the business of betting or wagering from accepting 
certain forms of payment for unlawful Internet gambling. H.R. 21 defined the term “bet 
or wager” to exclude “any lawful transaction with a business licensed or authorized by a 
State.” The term “unlawful Internet gambling” was delined to mean “to place, receive, or 
otherwise transmit a bet or wager by any means which involves the use, at least in part, of 
the Internet where such bet or wager is unlawful under any applicable Federal or State 
law in the Slate in which the bet is initiated, received, or otherwise made.” 

In a July 14, 2003 letter, the Department expressed a concern that these definitions could 
allow one to argue that “because the provision does not specify which Slate’s laws must 
be considered, only the laws applicable in the State in which the gambling business is 
located need to be consulted in order to determine if the transaction is lawful. This 
interpretation would make lawful transactions that are currently unlawful in the state 
where the bet is initiated.” 

This letter further slated that “one could argue that H.R. 21 would make lawfii! 
transactions that otherwise violate other Federal laws. For example, 1 8 U.S.C. § 1 084 
prohibits one in the business of betting or wagering from using a wire communication 
facility in interstate or foreign commerce to transmit a bet or wager on a sporting event or 
contest. The Department of Justice believes that the transmission of a bet or wager on 
sporting events or contests over the Internet would constitute such a use of a wire 
communication facility in interstate or foreign commerce. Section 1084 docs not contain 
any exceptions for bets placed with a gambling business licensed or authorized by a 
State. Yet, while violating Section 1084, if the bcl was placed wdlh a business licensed in 
a State, it might not be deemed a ‘bet or wager’ under H.R. 21.” 

II.R. 4777 differs from II. R. 21 in that H.R. 4777 actually amends Section 1084 and does 
not create a new statute. Thus, the Department’s concerns about the inconsistency 
between H.R. 21 and Section 1084 do not arise with respect to H.R. 4777. Additionally, 
H.R. 4777 does not contain the exception to the term “bet or wager” for “any lawful 
transaction with a business licensed or authorized by a State,” which was contained in 
H.R. 21 and discussed in the Department’s letter. 
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Currently, Section 1 084 is not applicable to wholly intrastate wire communication 
transmissions. The provisions of H.R. 4777 that pertain to state lotteries, tribal gaming, 
and horse racing are consistent with existing law to the extent that these provisions permit 
wholly intrastate transmissions. Subsection 1084(d) of II.R. 4777 requires that the bettor, 
the gambling business, and the support facility be located in the same stale in order for 
this provision to apply. The provision does not contain any requirements for the actual 
routing of the transmission. Currently, the determination of whether the transmission is 
in interstate or foreign commerce is made by looking at the actual routing of the 
transmission. Thus, II.R. 4777 may allow intrastate wagering on lotteries, horse racing, 
or tribal gaming that current Section 1084 would not allow because the transmission 
takes place in interstate commerce, even though the bettor and the gambling business arc 
located in the same state. 

With respect to slate lotteries, subsection 1084(c) allows the transmission of information 
assisting in the placing of bets or wagers to an out-of-Stalc data center for the purpose of 
assisting in the operation of the State-specific lottery. Current Section 1 084(b) permits 
the interstate transmission of information assisting in the placing of bets or wagers where 
betting on the same event is legal in both states. H.R. 4777 would permit State A’s 
lottery to transmit information to a data center in State B even if one could not legally 
purchase a ticket in State A’s lottery in State B. Because the bettor would still need to 
purchase the lottery ticket within the State that is operating the lottery, the Department is 
not troubled by this change in the law. 

2. Does the Justice Department continue to have the concern, as expressed in 
2003 by Assistant Attorney General Moschella, that exceptions written into 
the Wire Act might be applied to other federal statutes? 

Response: The 2003 letter concerned H.R. 21, which created a new statute, but used the 
same terminology regarding the business of belling or wagering, as existing Section 
1084. H.R. 21 also defined the term ‘bet or wager” for purposes of that proposed statute. 
The Department was concerned that, since the tenn ‘'bet or wager” was being defined for 
tI.R. 21, the proposed definition would be made applicable to other federal statutes, such 
as Section 1084. H.R. 4777 proposes an amendment to existing Section 1084. Thus, the 
proposed definition for the term “bel or wager” would be made applicable to Section 
1 084 and there would not be the potential for conflict between two federal statutes. 

3. What regulatory regime is required to assure that the Internet gambling 
activities permitted under H.R. 4777 (for example, horse racing, intrastate 
and intra-tribal Internet gambling, intrastate lotteries, and fantasy sports) 
are not used by minors or abused by problem gamblers and money 
laundcrers? 

Response: The regulation of gambling that is permitted under H.R. 4777 is generally left 
to the states or tribes. For example, subsection 1084(d) requires the state or tribe to 
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license the gambling business and requires that the state have a secure and effective 
customer verification and age verification system. 

4. H.R. 4777 would exempt intrastate and intra-tribal Internet gambling, and 
intrastate lotteries from its prohibitions. Does the Justice Department 
consider such gambling activity barred under current law, and if so, docs the 
Department believe these exemptions open the door for more gambling over 
the Internet than would otherwise be legal? 

Response: With respect to the transmission of bets or wagers for intrastate gaming, 
Section 1084 currently does not apply to wholly intrastate gambling using a wire 
communication facility. However, one looks to the actual routing of the transmission to 
determine if the transmission is one in interstate or foreign commerce. Under H.R. 4777, 
if the bettor, gambling business, and the support facility are located in the same state, 
gambling using a communication facility is permitted. Thus, there may be instances 
where the Internet transmission is routed outside of the state but the bettor and gambling 
business are located in the same slate. Under current Section 1084, such bets are 
prohibited, but will be permitted under H.R. 4777. 

With respect to intcr-tribal gaming, the Indian Gaming Regulatory Act permits the 
linking of inter-tribal casinos across stale lines under certain circumstances, Thus, we 
would not expect the exceptions in H.R. 4777 to open the door for more gambling over 
the Internet than would otherwise currently be legal. 

Current Section 1 084 permits the interstate transmission of information assisting in the 
placing of bets or wagers if the information is transmitted between two states where 
wagering on that same event is legal. H.R. 4777 would permit a state lorter>' in State A to 
transmit information assisting in the placing of bets and w'agers to an out-of-state data 
center, which is located in State B, where the sale of Slate A’s lottery tickets would not 
be permitted. This activity would not currently fall within Section 1084(b) because 
wagering on the same event is not legal in both states. This change should not result in 
an increase in gambling over the Internet because the transmissions would not be for the 
sale of lottery tickets to bettors. 

5. Docs the Department support permitting a state to operate its lottery over 
the Internet within the borders of that state? Why or why not? 

Response: The Department has stated in prior testimony that any form of gambling over 
the Internet raises concerns about gambling by minors and gambling addiction. 

6- If intrastate lotteries conducted over the Internet are permitted, does the 

Department believe participating states will seek to expand the scope of this 
activity to allow the sale over the Internet of lottery tickets marketed jointly 
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by several participating states (such as is done by land-based sellers with 
respect to "Powerball" tickets)? 

Response: The Department understands that, while Powerball is marketed by several 
states, the actual Powerball tickets must be purchased from a terminal operated by a 
licensed retailer in a state that sells the Powerball game. Interstate sale of Powerbal 1 
tickets is not currently permitted. The provision for intrastate gambling in H.R. 4777 
requires that the bettor and the gambling business be located within ihc same state. I'hus, 
it appears that a state lottery would be able to offer tickets in whatever lottery games it 
sells, but only to individuals who are within that state at the time of the .sale. The 
Department cannot speculate regarding the types of additional activities state lotteries 
would wish to authorize. 

7. Docs the Justice Department support the exemptions for intrastate and intra- 
tribal gaming? 

Response: To the extent that these provisions would permit gambling from the home, 
the Department has slated in the past that any form of gambling over the Internet raises 
concerns about gambling by minors and gambling addiction. These provisions of H.R. 
4777 require that the gambling business be authorized and licensed under state law, or 
that the Tribe has authorized and licensed the gambling business and that the State or 
Tribe has explicitly authorized such bets or wagers. Thus, illegal gambling, such as 
bookmaking, would continue to be prohibited. 

8. Would the Justice Department support an amendment to strike language in the 
bill that could be interpreted to expand Internet gambling opportunities in the 
U.S. or otherwise weaken prohibitions the Justice Department believes to be in 
place? 

Response: If such language is present in H.R. 4777, we will continue to w'ork with 
Representative Goodlatte’s staff to address our concerns. 

VII. Fantasy Sports 

i . There are websites^ that olTer participants the chance to win prize money in 
exchange for an entry fee where the player’s chance is determined by the 
performance of participants in .sporting events. These “pay to play” fantasy 
sites are also open to participation by minors. Does the Department support 
permitting minors to wager over the internet on such websites in the hope of 
winning prize money? 


For example, www.cdmsDorts.com 
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Response: To the extent that the activity on fantasy sports websites is actually 
“gambling,” the Department does have concerns about minors gambling on the Internet. 

2. What regulatory regime is presently in place to prevent minors from 
wagering money in the hopes of winning prizes money on such “pay to play” 
w ebsites, and how effective is this regime? 

Response: The Department does not maintain information about regulatory regimes for 
fantasy sports, which would be a matter of state law. 

3. Virginia law defines “illegal gambling” as “the making, placing or receipt, of 
any bet or w ager in this Commonwealth of money or other thing of value, 
made in exchange for a chance to win a prize, stake or other consideration or 
thing of value, dependent upon the result of any game, contest or any other 
event the outcome of which is uncertain or a matter of chance, whether such 
game, contest or event occurs or is to occur inside or outside the limits of this 
Commonwealth.”^ Virginia also makes it illegal for the “house” to take a cut 
of the proceeds.^ In the Department’s opinion, w ould the provision of H.R. 
4777 that authorizes participation in “pay to play” fantasy sports where 
participants pay for the right to compete for cash and other prizes conflict 
with, and supercede, Virginia state law? 

Response: Subsection 1 084(e) of H.R. 4777 provides that “Nothing in this section creates 
immunity from criminal prosecution under any laws of any State or I'ribe.” Thus, to the 
extent that “fantasy spons” fall within the exception to the term “bcl or wager” in 
subsection 1081(6)(vii) and, thus, are not subject to the prohibition of Section 1084, if the 
activity violated the laws of a particular state, it would still be illegal in that state. 

4. One “pay to play” fantasy sports website which charges participants a fee in 
the hope of winning cash or other prizes bars participants from certain states 
from receiving any cash or other prizes. Specifically, the site’s disclaimer 
states: “(i) eligible iegai residents of Arizona, Iowa, Louisiana, Maryland, 
Montana, and Vermont may play Fantasy Football Gold, but are not eligible 
to win any prizes.”^ Does the exemption in H.R. 4777 for “pay to play” 


' Va. Code§ 18.2-325 (2005). 

^ See id. § 18.2-325(4) (defining operator); see also “Risk of Robbery Raising Stakes Of 
Poker Nights,” The Washington Post, 2/21/2006. 

^ See CBS Sportsline, “Disclaimer,” available at 

http://fQotball.sportsline.com/splash/footban/spln/single/getting-started : see also, ESPN, “Rules - 
Legal Restrictions,” available at http://games.espn.go.com/cQntcnt/flb/2Q05/rules?page=legal . 
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fantasy sports conflict with, and supercede state law in Arizona, Iowa, 
Louisiana, Maryland, Montana and Vermont? 

Response: Please see response to Question 3 above. 


VIII. Poker 

1 . In your testimony, you state that the Department is concerned whether the 
definition of the term “bet or wager’’ is “sufficient to cover card games, such 
as poker.” Would the Department support an amendment to clarify that 
card games such as poker is covered by the bill’s definition of “bet or 
wager”? 

Response: The Department would support an amendment that clarifies that card games 
are included within the definition of the term “bet or wager.” 
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Response to Post-Hearing Questions from the Honorable William E. 
Moschella, Assistant Attorney General, Office of Legislative Affairs, 
United States Department of Justice, for the April 29 , 2003 hearing on 
H.R. 21 , THE “Unlawful Internet Gambling Funding Prohibition Act” 


’ St.-s 


U. S. Department of Justice 

Office of Legislative Affairs 


Office of the Assistant Attorney General 


Washington, D.C. 20530 

July 14, 2003 


The Honorable John Conyers, Jr. 

Ranking Minority Member 
U.S. House of Representatives 
Committee on the Judiciary 
Washington, D.C. 20515 

Dear Congressman Conyers: 

This is in response to your written follow-up questions to the April 29, 2003, 
hearing on H.R. 21, the “Unlawful Internet Gambling Funding Prohibition Act.” 

Your written questions concern the definition of the term“bet or wager" that is 
contained in Section 3(b)(l)(E)(ix) of H.R. 21. This definition excludes“any lawful 
transaction with a business licensed or authorized by a Stattf from the definition of the 
term "bet or wager.” The Department recognizes that this provision has become the 
subject of controversy, and believes that these controversies exist because the provision is 
ambiguous. We support clarifying the provision to eliminate the ambiguity, and doing so 
in a manner that does not allow the expansion of gambling opportunities by making 
lawful transactions that are currently unlawful. 

The definition of "unlawful Internet gambling" contained in H.R. 21 states that a 
bet or waoer is unlawful if it is "unlawful under any applicable Federal or State law in the 
State in which the bet or wager is initiated, received, or otherwise made." Because the 
exclusion under Section 3(b)(l)(E)(ix) references "lawful" transactions, one interpretation 
of subsection (ix) is that it only clarifies that the bill will not affect otherwise lawful 
transactions. In other words, if the transaction is unlawful under Federal law or the laws 
of one State, then subsection (ix) cannot operate to make the transaction lawful because, 
by its terms, it only applies to "lawful" transactions. 

The provision can be interpreted in other ways, however, which could make 
otherwise illegal transactions legal. For example, one could argue that because the 
provision does not specify which State’s laws must be considered, only the laws 
applicable in the State in which the gambling business is located need to be consulted in 
order to determine if the transaction is lawful. Under this interpretation, because the 
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provision does not specify which Statds laws must be considered, only the laws 
applicable in the State in which the gambling business is located need to be consulted in 
order to determine if the transaction is lawful. This interpretation would make lawful 
transactions that are currently unlawful in the state where the bet is initiated. 

Furthermore, under this interpretation, one could argue that H.R. 2 1 would make lawful 
transactions that otherwise violate other Federal statutes. For example, 18 U.S.C. § 1084 
prohibits one in the business of betting or wagering from using a wire communication 
facility in interstate or foreign commerce to transmit a bet or wager on sporting events or 
contests. The Department of Justice believes that the transmission of a bet or wager over 
the Internet would constitute such a use of a wire communication facility in interstate or 
foreign commerce. Section 1084 does not contain any exceptions for bets placed with a 
gambling business licensed or authorized by a State. Yet, while violating Section 1084, if 
the bet was placed with a business licensed in a State, it might not be deemed a bet or 
wager” under H.R. 21. Since H.R. 21 and Section 1084 contain similar terminology, and 
since H.R. 21 purports to amend Section 1081 and Section 1084, defendants may raise 
the argument that Congress has now defined the term "bet or wager," and that this new 
definition should be made applicable to existing statutes, such as Section 1084. In other 
words, since both H.R. 21 and Section 1084 concern gambling, the interpretation of the 
term "bet or wager” used in H.R. 21 might be applied by a court to interpret Section 1084, 
which does not define the term “bet or wager.” 

This provision is ambiguous and can be interpreted in these contrary ways, and the 
Department cannot predict which way courts will rule and what interpretation of 
subsection (ix) will be imposed. Different courts may even interpret the provision in the 
different ways. Accordingly, we believe this proposed exception to the term "bet or 
wager” adds confusion and uncertainty not only to H R. 21, but to existing federal law, as 
well. We therefore believe it should be clarified. 

With respect to your specific questions, the Department has the following 
responses. 

1) Does the Department believe that current law prohibits all types of internet 
gambling, including gambling on horse racing, dog racing, or lotteries? 

Response: The Department of Justice believes that current federal law, including 18 
U.S.C. §§ 1084, 1952, and 1955, prohibits all types of gambling over the Internet. We do 
not believe that the December 2000 amendment to the Interstate Horseracing Act, a civil 
statute in which the federal government has no role, amended 18 U.S.C. § 1084 (a pre- 
existing criminal statute) . While we note that the Fifth Circuits decision. In re 
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Mastercard. 313 F.3d 257 (5* Cir. 2002), held that Section 1084 did not apply to casino 
style gambling on the Internet, the court did not consider other federal gambling statutes. 
In addition to believing that this case was wrongly-decided on the law, the United States 
was not a party in that case and does not believe that it would constitute binding 
precedent in other circuits. 

2) Does the Department believe that the language, quoted above, would allow 
internet gambling on horse racing, if the entity was licensed or authorized by a 
state? 

Response: As stated above, one of the concerns that the Department of Justice has about 
H.R. 21 is that, if enacted, the definitions of terms used in H.R. 21 might be applied to 
other federal gambling statutes. Indeed, Internet service providers have already told the 
Department that they believe that the definition of the term "bet or wager in H.R, 21 
should be made applicable to Section 1084. 

As set forth above, this provision only states that the transaction must be a "lawful 
transaction" without a reference to which State’s law must be considered. If H.R, 21 is 
enacted, and courts interpret this provision to require that only the law of the State in 
which the business accepting wagers on horse racing is located needs to be referenced to 
determine that the transaction is "lawful," then gambling on a horse race with a business 
licensed by a State would not be considered a bet or wager under H.R. 21. 

Under H.R. 21, if the transaction is not deemed to constitute a“bet or wager,” then 
the general prohibition provisions on payments is not applicable. If the definitions 
contained in H.R. 21 are applied to other federal gambling statutes such as Section 1084, 
then such transactions would no longer violate those other statutes either, even though 
statutes like Section 1084 are clearly intended to prohibit such transactions. 

■S imi larly, 18 U.S.C. § 1955 requires a violation of state law, and 18 U.S.C. § 1952 
requires that the gambling business violate either federal or state law. Given that H.R. 21 
would be the most recently enacted statute and would be Internet specific, courts might 
use the definitions in H.R. 21 to determine that wagering on a horse race is not a“bet or 
wager." 


With respect to horse racing, the Interstate Horseracing Act permits "interstate off- 
track wagers,” which are defined as "a legal wager placed or accepted in one State with 
respect to the outcome of a horse race taking place in another State and includes pari- 
mutuel wagers, where lawful in each State involved, placed or transmitted by an 
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individual in one State via telephone or other electronic media and accepted by an off- 
track betting system in the same or another State, as well as the combination of any pari- 
mutuel wagering pools.” 15 U.S.C. § 3002(3). While the Department of Justice does not 
believe that this amendment to the Interstate Horseracing Act amended Section 1084 to 
permit the interstate transmission of bets on horse racing, the definitions in the Interstate 
Horseracing Act would make the argument to apply H.R. 2rs definition of the terrrfbet 
or wager” to other federal gambling statutes even stronger. 

3) Does the Department believe that the language, quoted above, would allow 
internet gambling on dog racing, if the entity was licensed or authorized by a state? 

Response: While there is no federal statute for dog racing similar to the Interstate 
Horseracing Act, the Department believes that the same analysis would apply to dog 
racing, as well as other state legalized gambling, including lotteries. 

4) Does the Department believe that the language, quoted above, therefore, expands 
legal gambling opportunities on the internet? 

Response: The Department believes that, under one interpretation and using the analyses 
set forth above, it could expand legal gambling opportunities. 

5) Does the Department believe that the language, quoted above, requires that an 
entity be licensed or authorized by a state to conduct internet gambling or that it 
would suffice for an entity be licensed or authorized by a state for some other 
purpose? 

Response: The provision states only that the transaction be“a lawful transaction with a 
business licensed or authorized by a State.” The plain language of this provision does not 
require that the business he licensed to conduct Internet gambling by a state. Therefore, it 
would suffice for the entity to be a gambling business that was licensed or authorized by a 
state for that purpose, assuming such license or authorization is required under that states 
law. 


At this time, the legislative history of H.R. 21 does not indicate that Congress 
intended this provision to require that the business be licensed to conduct Internet 
gambling by a State. The Committee on Financial Services report on H.R. 21 does not 
provide any detailed explanation of this provision and does not state that the provision 
requires that the business be licensed by a state to conduct Internet gambling. See H.R. 
Rep. No. 108-51 (2003). 
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Further, H.R. 21 was introduced by Representative Leach in this Congressional 
session. In the lOT^h Congress, Representative Leach introduced H.R. 556, which is 
basically the same bill as H.R. 21. This particular provision was added to H.R. 556 
during the October 21, 2001, markup session held by the Committee on Financial 
Services without extensive debate. The Committee on Financial Services report on H.R. 
556 also does not contain any detailed analysis of this provision. See H.R. Rep. 107-339 
(2001). 

6) Would the Department support an amendment to strike the language, quoted 
above, or otherwise clarify that the bill does not weaken the prohibitions in current 
law on internet wagering? 

Response: The Department believes that this provision can be interpreted differently and 
thus has created confusion and possible inconsistencies with existing federal statutes. 

The Department supports efforts to restrict and contain illegal Internet gambling, and 
believes this is the intent of H.R. 21. As such, the Department supports clarifying the 
meaning of this provision so that it cannot be interpreted as expanding Internet gambling 
opportunities by possibly making legal transactions that are currently illegal. We look 
forward to working with you and the Committee toward this end. 

Again, thank you for the opportunity to comment on this legislation. Please do not 
hesitate to call on us if you would like us to answer any additional questions or to provide 
any additional assistance. 


Sincerely, 

William E. Moschella 
Assistant Attorney General 

cc: The Honorable F. James Sensenbrenner, Jr. 

Chairman 
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Prepared Statement of John A. Phillips, CEO, ARISTOTLE International 

“Law enforcement and consumer protection agencies as well as industry self-regu- 
latory bodies have long recognized the need for rapid online identity verification for 
Patriot Act and anti-money laundering compliance, fraud prevention and risk miti- 
gation involving age-restricted products such as tobacco, alcohol, pharmaceuticals, 
video games and mature content. 

The private sector is responding to mounting public pressure in an increasingly 
socially responsible manner by deploying reliable state-of-the-art technology that ef- 
fectively addresses this important need. 

According to Forbes Magazine, Aristotle’s INTEGRITY verification service is the 
market leader in online identity and age verification technology. INTEGRITY is uti- 
lized today by global Fortune 1000 enterprises that are required by law or best-prac- 
tices professional codes of conduct to identify individuals requesting permission to 
enter a facility, a website, open an account or conduct certain transactions online. 

Institutions relying on INTEGRITY include more than 350 of the nation’s largest 
financial services companies, government agencies and airport security authorities, 
wineries, distillers, makers of premium cigars, video game publishers and major mo- 
tion picture studios. 

The Federal Trade Commission and other governmental agencies have urged that 
reliable state-of-the-art methodologies available on the market be deployed to pro- 
tect children from accessing promotions intended only for adults. In its 2003 report 
to Congress on the marketing of beverage alcohol products, the FTC pointed to the 
emergence of online methods, and Aristotle’s service in particular, as addressing 
this public need. (See FTC Report to Congress: Alcohol Marketing and Advertising 
September 2003). 

Aristotle’s INTEGRITY verification technology is a logical response to the acute 
need of responsible marketers for reliable, robust and commercially reasonable pro- 
tective screening. 

INTEGRITY today is utilized, for example, to comply with the multi-state Tobacco 
Master Settlement Agreement provisions that prohibit marketing to minors. The 
service exceeds the strict standards of such laws for online age-verification as Cali- 
fornia’s Business and Professions Code § 22963, and Virginia Code § 18.2-246.8, gov- 
erning online tobacco sales. Since adoption, not one INTEGRITY service client has 
ever been found to have improperly marketed a tobacco product to a minor. 

The major motion picture studios also use INTEGRITY to comply with the Motion 
Picture Association of America (MPAA) guidelines for restricting minors’ online ac- 
cess to studio promotions with “R” rated content. Blocking underage teens from pur- 
chasing tobacco online is another important value. The Campaign for Tobacco-Free 
Kids (http-J / tobaccofreekids.org / Script / DisplayPressRelease.php3?Display=425) pre- 
sents the urgency of this issue on its website. 

Vendors in the beverage alcohol business use INTEGRITY as well. In the new era 
of direct wine shipments, for example, online age verification is an essential compo- 
nent for compliance and responsible marketing across the United States. Without 
a service such as INTEGRITY, Members of Congress, and the general public would 
not be able to purchase fine cigars or quality wine, purchase lottery tickets or an 
R-rated movie hy mail, by telephone or online. 

In the United Kingdom, INTEGRITY is widely used by licensed casino operators 
to comply with the strict UK requirements for age verification online. 

In addition to the risk mitigation and child protection benefits of age and identity 
verification, INTEGRITY will benefit those individuals who acknowledge that they 
are problem gamblers and wish to avoid relapse, or who, for whatever reason, do 
not wish to be solicited for products or services that are potentially harmful or per- 
sonally offensive. At the INTEGRITY web site, individuals will be able to put their 
own names on a confidential list of those who do not wish to be solicited or allowed 
to open an account with a casino. 

Many states have enacted legislation enabling each gaming venue to maintain a 
list of individuals who have identified themselves as problem gamblers. The problem 
is that there are many forms of gaming available, each with its own regulatory 
agency and there is currently no coordination among or between them. Some of the 
regulations are written in such a way that in Nevada, for instance, you have to reg- 
ister in person at every single casino where you may want to be blocked from temp- 
tation. 

Leaving aside the irony of sending people to the very places they are trying to 
avoid, with hundreds of casinos in Clark County alone you’d have to visit several 
per day every day to achieve comprehensive coverage — and then start over to find 
the new casinos that had been built in the interim 
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Aristotle is working on a proposal with the National Council on Problem Gam- 
bling, the national non-profit advocate for programs to assist problem gamblers and 
their families, to enhance INTEGRITY’S ability to address this problem. The pro- 
posed program would deploy current technology to allow individuals to voluntarily 
place their names on a self-exclusion master list — one time, at a single web site, 
rather than having to seek out hundreds of separate sites or physical locations. 

The list would be strictly confidential, and the names would not be disclosed to 
anyone. Individuals could remove their names from the list after a minimum period. 
Should someone whose name is on the list attempt to open an account with a mer- 
chant in the gambling industry, INTEGRITY would not return a match (approval) 
code to the merchant. The reason for the non-return of the match code would not 
be specified to the merchant. 

In their determination to comply with the law, market responsibly, and meet best 
practice standards, a rapidly growing number of enterprises across a broad spec- 
trum of commerce and government use Aristotle’s INTEGRITY solution. 

In its simplest terms, the case for robust ID authentication has never been more 
apparent, urgent or efficient, thanks in large part to the capabilities of Aristotle 
International’s online service, INTEGRITY.” 
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Prepared Statement of Kobus Paulsen, Chief Executive, UC Group 


Testimony of Kobus Paulsen 
Chief Executive 
UC Group 

April 11, 2006 

Submitted for the Record Concerning 
Legislative Hearing on H.R. 4777, the "Internet Gambling Prohibition Act" 


Held Before the Committee on the Judiciary 
Subcommittee on Crime, Terrorism, and Homeland Security 
United States House of Representatives 
On Wednesday, April 5, 2006, at 2:00 p.m. 


Mr. Chairman and Members of the Judiciary' Committee. I am Kobus Paulsen, Chief 
Executive of UC Group, a UK l.imited Company which has operated a payments business that 
specializes in the secure processing and settlement of Internet credit card transactions. 

T appreciate the opportunity to .submit written testimony to you concerning my 
experiences with the secure processing of Imemel credit card transactions with respect to high- 
risk transactions, specifically Internet gambling transactions. 

I. INTRODUCTION 

First, T would like to explain a little about my company, UC Group. UC Group is a UK 
Limited Company which has operated a payment business that specializes in the secure 
processing and settlement of Internet credit cai'd transactions since 1 997, The UC Group’s 
unique credit card transaction system for e-commerce sectors is specifically designed to provide 
security, protect against fraud, prevent money laundering, and limit other abuses in areas of 
e-commerce that are perceived to pose special risks, such as in travel reservations and Internet 
gambling transactions.' UC Group is not an online gambling company but rather a payment 
service provider that processes a wide variety of credit card transactions (including legal online 
gambling transactions) for some of the largest Financial institutions in the world. 

I am submitting this testimony today to address concerns raised about Internet gambling 
transactions in the context of the legislation offered by Rep. Goodlatte, and to provide 
information about how many of the same concerns arc already being addressed in other nations 
through the use of teclmology. 


Other areas of higher risks of payment fraud, money laundering, and related abuses include airline travel 
bookings, adult entertainment, and consumer purchases of electronic gocnls. The UC Group’s systems and 
solutions handle a variety of forms of consumer transactions, but as a matter of choice and policy do not 
include the adult entertainment sector. 
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II. THE GOODL.M 1 1; [SII.E AND ITS GOALS 

The legislation introduced by Congressman Goodlatte (R-V'A) seeks to modernize 
existing U.S. law prohibiting interstate gambling over telephone wires by expanding the 
prohibition against such activity to cover other methods of electronic communication. It also 
prohibits gambling businesses from accepting certain types of payments, and provides an 
enforcement mechanism for situations where an offshore gambling business accepts payment 
from U.S. bank accounts. The bill specifically permits individual stale legislatures to determine 
whether or not Internet gambling will be permitted within the state, and thus envisions the 
possibility that Internet gambling will not be completely prohibited. 

In reviewing the testimony provided at the Committee’s hearing Iasi w eek, several points 
made by witnesses stood out with respect to the goals of the Goodlatte bill and the concerns 
raised about the activity that might be permitted under the bill. Speeifically. concerns were 
raised that allowing any legal Internet gambling (for example, should a state wish to legalize it) 
W'ould invite a number of social harms .such as underage gambling, compulsive gambling, 
involvement of organized crime, money laundering, and fraud. 

o A warning was issued by Professor Kindt that “Internet gambling places electronic 
gambling at every work station, at every school desk, and in every living room.” He 
argued that the only effective way to address these problems is a “total ban on 
Internet gambling activities.” 

o Mr. Ohr from the Justice Department testified that pennitting gambling from home 
would lead to underage and compulsive gambling, despite the Goodlatte bill’s 
requirements for age verification and residence requirements. Mr. Ohr also raised 
concerns about the ability to verify the physical location of a bettor, stating that, “the 
Department believes that ftinhcr study is needed as to whether existing technology 
can address compliance where a bettor places bets using his or her cell phone or 
laptop computer using a WiFi or similar Internet access." 

0 Mr. Vallandirigham from The f irst State Bank expressed the concern that credit card 
paymcnt.s may originate from a company that has many lines of business, including 
an Internet gambling line, but may only have one merchant code that does not 
identify the company as a gambling company - making it impossible for a financial 
institution to detennlne that the transaction is illegal and should be blocked. 

1 would like to address each of these points, but first let me state unequivocally that I do 
not, nor docs UC Group, take a position regarding the legality or illegality of gambling or 
Internet gambling. The legality of Internet gambling differs in different countries. It is legal in 
some countries, illegal in others, and it is not my place to opine on whether the United States 
Congress - or the individual states - should prohibit or permit it. However, it is dear from the 
debate and consideration of various Internet gambling bills that some transactions will likely be 
permitted, and to the extent that this is the case, 1 respectfully offer to the Committee that there 
i.s, today, the technological capability to permit those legal transactions to occur - with 
protections in place to prohibit underage or compulsive gambling, organized crime, money 
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laundering and fraud. As someone who has spent a career developing such protections - not just 
for Internet gambling but for all online credit card transactions - T hope my testimony today will 
provide useful information regarding the technological landscape and respond to the concerns 
raised by some of your other witnesses. 

III. UC GROUP’S SERVICE FOR HIGH RISK E-COMMERCE SECTORS 

Many of the risks that have been articulated relating to online gambling polenlially apply 
to Internet transactions more broadly. For example, Internet credit card transactions involve risks 
not present in face-to-face business because the card holder and the merchant are not normally 
together when the transaction occurs. Without safeguards in place, the lack of face-lo-face 
communication has the potential to increase the risk of fraud and money laundering in any 
Internet credit card transaction by comparison to its counterpart in the physical world. Some 
e-commerce sectors, such as gambling and entertainment, raise additional public interest 
concerns that further enhance the need for making credit card transactions both secure and 
capable of preventing fraud and otlicr abuses. 

UC Group’s system provides payment and related financial services to Internet merchants 
to protect both the merchants and the consumers who purchase goods and services from the 
merchants, In tlie credit card transaction chain, it operates between the merchant and the 
acquiring bank and perfomis the functions of an online payment service provider. UC Group 
carries out the full Internet payment process for the merchant, using UC Group’s proprietary 
software. However, unlike traditional online payment proce.ssors, UC Group's payment system 
adds a significant number of security tcatures to ensure that the consumer is protected from 
merchant fraud; the consumer is protected from theft or fraud by other consumers or by 
unauthorized or under-aged users, and the merchant is protected from fraud by criminals or 
unauthorized users. UC Group system offers ftill protection to cardholders and banks against 
liability from transactions processed through UC Group system. 

UC Group system works as follows: 

* First, UC Group sets up a ‘'rolling reserve” escrow account for each merchant in 
which up to 12.5% of the merchant’s revenue is kept for six months. This is done to 
ensure that any irregularilies that could result in chargebacks or refunds can 
immediately be settled against the escrow account. Requests for chargebacks and 
refunds to the consumers are accepted as a matter of course and are not disputed. Any 
claim of an instance of “unauthorized use” of a credit card therefore automatically 
results in a full repayment to the principal credit card holder, without further 
investigation, usually within 24 hours of receipt of the repudiated transaction. 
Depending on the chargeback record of a merchant the “rolling reserve” can be 
decreased over time to a minimum of 7.5%. It is therefore in the interest of the 
merchant himselt to take all possible steps to avoid unauthorised use of credit cards. 
This aspect of UC Group’s system has been highly successful because UC Group has 
been able to reduce the average chargeback rate of Internet merchants that are 
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perceived to be high risk to an average of 0.3% of nonnal transaction traffic.' By way 
of comparison, UC Group estimates that the nonnal chargeback rate for high risk 
Internet transactions not using the UC Group’s system is around 2% for Internet 
gambling transactions, between 3 and 5% for adult entertainment and between 2 and 
3% for Internet airline bookings. Thus, about 90% of the possibly improper uses of 
the credit cards are eliminated at the outset by the processes put into place by the UC 
Group to combat fraud and unauthorized uses. 

• UC Group’s system monitors the occurrence of suspicious chargebacks and refunds 
on a credit card (in particular those linked to possible unauthorised use of the credit 
card). Should suspicious activity such as chargebacks or refunds occur, UC Group 
immediately stops accepting ftirtlier transactions tlirough that credit card.’’ 

• UC Group’s system does not “aggregate” e-commerce transactions, putting them 
together into a single pool of funds that is then moved through the payments system. 
Transactions are kept in separate streams for each merchant and, as needed, for each 
URL.^ 

• Group’s system monitors and compares IP address/ countiy' of card holder and 
country of issuing bank as further protection against fraud. 

• UC Group’s system constantly monitors the frequency and value of transactions per 
credit card. The UC Group system ensures that a sudden increase in frequency of use 
or value of transactions on a credit card is imniediately investigated. 

• UC Group’s system uses secure software which allows it to trace back eveiy single 
tran.saction down to the second. In other words, the UC Group system creates an 
audit trail for every transaction. 

• UC Group’s system makes conlinuou.s use of the services of Baker Tilly (7‘'’ largest 
firm of accountants worldwide), which downloads all transactions on a daily basis 
and manages the “rolling reseive.” All reserve accounts arc balanced and reconciled 
on a daily basis. 

• Baker Tilly performs random spot checks to re-verify the identity of card holders 
registered as users on a merchant’s website. These spot checks are conducted by 
telephone or c-mail on the basis of information supplied by databases such as Verid 

- ). All of the UC Group's systems data (including all transaction 

records) are stored safely on state-of-the-art high security servers both by UC Group 
and by Baker Tilly. ^ 


Inlernct merchants can be the viclim of attacks by professional credit card fraud rings, which may cause 
occasional peaks in the number of chargebacks. For the purposes of this paper this was not regarded as part of 
“nonnal transaction traffic." 

Chargebacks or refunds can be objectively Justifiable in c-commcrcc. For instance, it is possible that a 
consumer inadvertently “clicks tw'icc.’' In such cases, the money spent inadvertently will be returned but there 
is no objective reason to refuse to transact with this consumer in the future, 

A “URL" is a web link (“URL" stand for Uniform Resource Locator). 

“IP address” stands for Internet Protocol address. Every computer connected Ic: the Internet is assigned a 
unique number known as an Internet Protocol (IP) address. Since these numbers are usually assigned in 
country-based blocks, an IP address can often be used to identify the geographic location from which a 
computer is connecting to the Internet. 

All credit card data is encrypted and managed in accordance with the requirements of the Payment Card 
Industry Security Standard (PCI) 
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• To protect against the risk of money laundering, UC Group’s high risk e-connnerce 
clients are contractually obliged to: 

o Fully disclose the identity of company directors and beneficial shareholders 
and report any changes to that. 

o Take all reasonable steps to verify the identity of a consumer (e.g. by 
collecting a copy of a drivers licence or passport or by using online 
identification services such as Verid). 

When a merchant is found in breach of its contractual obligations in this regard a 
penalty payment is withheld from the mcrchanl’s “rolling resen^e” escrow account. 

• In the specific case of Internet gambling merchants, UC Group limits the payment of 
winnings to the card holder (by a bank draft check in the card holder’s name or 
through a transfer to his bank account), and screens names of payees against 
applicable sanctions lists. As a result, no money is at ri.sk of being paid to individuals 
or organisations listed on the lists of persons, groups and entities subject to financial 
sanctions published by the European Union (EU) ' and the “Specially Designated 
Nationals list” published by U.S. Department of the Treasury.^ 

• In the specific case of Internet gambling merchants, UC Group only deals with 
merchants who are licensed under applicable local laws and who arc in good financial 
and legal standing, based on banking and legal references. 

• Likewise, if a merchant fails to cure any breach of the contractual anti-money 
laundering obligations or is detennined to no longer be in good legal standing, or 
financially sound, UC Group will temiinate all services to that merchant. 

fhus, UC Group has already in place systems that effectively counter fraud and money 
laundering pertaining to Internet gambling, as well as otlicr forms t)f potentially higher-risk 
online consumer transactions. The same sets of processes can be used to combat underaged 
gambling and compulsive gambling, by defining criteria that require age verification or which 
impose limits on the basis of required personal identifications, to enforce such limitations as they 
are imposed by any jurisdiction’s particular regulatory regime. 1 address this process ftirlher in 
my testimony below. 

IV. SPECIFIC CONCERNS ROUTINELY RAISED BY INTERNET GAMBLING 

As stated in other w'ilness te.stimony, there are five main areas of public interest concern 
with respect to Internet gambling transactions -underage gambling, compulsive gambling, and 
involvement of organized crime, money laundering and fraud. I’hesc areas of public concern are 
not unique to the United States - they are concerns faced by a multitude of jurisdictions. Many 
of these jurisdictions, including the United Kingdom, have legalized Internet gambling. They ” 
have not done so by turning a blind eye to these conceras - rather they have employed 
technology to protect cardholders and financial institutions against potential liability. As other 
nations have found, these risks can be countered and contained, if those institutions operating 
Internet gambling payment gatew'-ays choose to adopt, or are required to adopt, technological 
systems specifically designed to address each of these problems, such as those provided by the 
UC Group. 


Available at • . , . 

Available at •• 
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• I eclmology exists to address the risk of underage gambling. 

Underage persons cannot play on an Internet gambling site when payments arc handled 
by UC Group. Underage persons do not normally have their own credit cards. To the extent that 
they do, currently only their issuing bank is aware of the card holder's age. In the event that the 
issuing banks and the credit card companies are required to either disclose underage card holders 
or assist in the prevention of underage Internet gambling, the UC Group system can enforce 
prohibitions on underage gambling through immediate refusal of authorization of any such 
transaction. Furthemiore, underage persons seeking to make unauthorized use of another 
person’s credit card (tor instance, their parents’ credit card) must overcome a series of significant 
hurdles, the final one of which goes to the heart of the system designed by the UC Group; they 
cannot receive any winnings, as they are not tlie authorized owner of the card. 

The UC Group system incorporates three barriers to prevent abuses by underage persons. 
The first barrier is at the merchant’s website, w'hich must have age verification mechanisms in 
place to qualify for ser\'iccs from the UC Group. The second barrier is password verification for 
credit cards which typically includes the Verified by Visa and MasterCard Secure Code systems. 
Finally, underage persons are denied winnings because UC Group only pays winnings to the card 
holder. 


UC Group recognizes that no regulatory or enforcement system is or can be perfect, and 
for that reason has established further protections for credit card holders against possible abuses 
by others. Under the system established by l;C Group, should an underage person succeed in 
playing on an Internet gambling site with another person’s credit card, and somehow evade the 
rigid and significant baiiicrs put in place against unauthorized use, UC Group’s system will 
impose no financial liability on the principal card holder. This is due to the fact that the principal 
card holder can request a refund or chargeback wliich will be accepted as a mailer of course by 
UC Group on behalf of the merchant. Any funds spent by an underage or otherwise 
unauthorized person are simply returned lo the principal credit card holder. 

• Technology exists to address the risk ol compulsive gambling. 

UC Group’s payment system offers a number of opportunities to address compulsive 
gambling that are as good as or better than those available for bricks and mortar gamblinu. 

o First, credit card holders can be offered the possibility Lo restrict their own spending 
on Intemet gambling, for instance, via a self-exclusion program. Casinos in the 
United Slates already maintain such self-exclusion programs but the effect of such a 
program is nonnaliy limited to one casino. When self-exclusion from Internet 
gambling is put into effect via the payments system, it becomes impossible for the 
person concerned to participate in any gambling on the Internet that uses traditional 
credit card payments. Furthermore, individuals may fix limits on the amounts they 
can spend on Inlemet gambling. Increasing .such limits could be made subject lo 
cooling off periods of, for instance, three days afler which the individual w'oiild need 
to reconfirm that he or she effectively wants to increase the spending limit 
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o !Second, UC' Group's system can prohibit individuals from registering more than one 
credit card to pay for Internet gambling transactions. This would prevent individuals 
from ninning up excessive debts by using multiple credit cards. 

o Third, it is relatively simple for UC Group’s system to detect an unusual increase in 
an individual’s spending on Internet gambling. When such an unusual pallem is 
detected the person at issue could be put in contact with an organization such as 
Gamblers Anonymous. This makes it possible to monitor compulsive gambling much 
more closely than in the case of traditional forms of gambling where the casinos, 
lotteries and racetracks normally do not know the identity, or the spending pattern, of 
most of their customers. 

• Technology exists to address the risk of abuse of Internet gambling by organized crime. 

UC Group's system maintains a complete and detailed audit trail of all transactions 
conducted using its payment network. Furthermore, prior to paying any winnings, UC Group’s 
system screens the payee against the EU’s lists of persons, groups and entities subject to 
financial sanctions and the United States’ list of “Specially Designated Nationals." Additionally, 
UC Group also screens the beneficial shareholders of the Inlemel gambling companies that use 
its services. 

In such a context, these protections prevent Internet gambling from being an attractive 
vehicle for organized crime. Using systems such as those provided by UC Group, makes Internet 
gambling a much less attractive vehicle for organized crime than the anonymous, cash-intensive 
world of traditional gambling with casinos, lotteries and racetracks because Internet gambling 
transactions processed by the UC Group system can be tracked by authorized regulators and law 
enforcement in connection with their criminal investigations. 

• Technology exists to address the risk of abuse fur money laundering. 

UC Group docs not accept cash payments from consumers or Internet gambling 
businesses. All transactions are recorded. All parties are clearly identified- As a result, UC 
Group’s payment system virtually eliminates the attractiveness of using Internet gambling 
transactions for money laundering. As the U.S. General Accounting Office has reported: 

“Banking and gaming^ rcgulaloiy' officials did not view Internet gambling as being 
particularly susceptible to money laundering, especially when credit cards, which create a 
transaction record and arc subject to relatively low transaction limits, were used for 
payment. Likewise, credit card and gaming industry officials did not believe Internet 
gambling posed any particular risks in terms of money laundering. (...) 


The tenn '^gaming” used by ihc CjAO in its report is retained here. The lemi “gaming" is generally used in the 
UK. lo reler lo what in the U.S. is ordinarily referred to as “gambling." In deference to this U.S. forum, my 
testimony uses the term “gambling" throughout. 
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“In general, gaming industry officials did not believe that Internet gambling was any 
more or less susceptible to money laundering than other electronic commerce businesses 
and noted that the financial industry — which is responsible for the payments system - is 
better suited to monitoring for related suspicious activity in the area than the gaming 
industry itself”'^ 

The United Kingdom, which has spent considerable time and effort studying the 
feasibility of Internet gambling, takes the view that “there appears to be a paucity of proof' that 
money laundering through Internet gambling sites is “a significant problem” and that “[i]l is safe 
to say that gambling transactions completed online can be more secure than cash business 
conducted in traditional gambling outlets.”" 

• Technology exists to address the risk that Internet gambling operators might defraud 
consumers. 

Fraud against consumers will inevitably result in a high level of chargebacks. UC 
Group’s practice of accepting chargebacks as a mailer of course, using the funds in the 
merchant’s ‘"rolling reseive” escrow account to refund these chargebacks to the consumers, 
virtually eliminates the incentive for merchants working with UC Group to defraud their 
customers, In the sector of Internet gambling, UC: Ciroup has and wdll only deal w'ith properly 
licensed, reputable, and authori7.ed gambling operators. 

Although it is not possible to totally exclude fraud in any area of economic activity, 
Internet gambling fraud can be minimized through the use of payments systems that require 
authentication and verification of both parties to any transaction. UC Group’s payment system 
for high-risk e-comrncrcc transactions reduces the risk of fraud against consumers, which when 
applied to the Internet gambling sector is much lower than that occurring in many other sectors. 

V. POLIC Y ISSUES 

As I have stated, UC Group does not believe it appropriate to express an opinion 
regarding what types of gambling should be pcnnitled or prohibited in the United States. 
However, to the extent that H.R. 4777 conlemplates permitting intrastate and mtra-tribal online 
gambling transactions, we believe the curreiit obligations under the bill - that states and tribes 
require use of only age verification and location technology may well be insufficient to address 
all of the concerns with online gambling previously discussed. 

Additionally, UC Group recognizes that mobile phones and other similar wireless 
devices are increasingly being used to conduct Internet transactions. While some have identified 
this mobility as a problem for verification of the identity and location of a consumer, in fact, use 
of mobile devices introduces additional opportunities to resolve the identity and location of the 


Sff, United State.s (General Accounling Office, •‘lulcmei Gambling. An Overview of the Issues”, December 
2002. GAO-03-89, p 37 (available at yij-:.' - .-s .ii-.-Tns ). 

See. United Kingdom Department for Culture. Media & Sport, “The Future Reaulation of Remote Gambling- a 
DCMS Position Paper”, April 2003, para. 69-70 (available at 
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user through the mobile device's unique identification reference, which would 

enable confirmation of the location of the user through commercially available location service 

applications for the purpose of meeting regulatory requirements. 

For example, such location services would be a necessary first step in ensuring 
jurisdictional boundaries have not been breached in any permissible intrastate or intra-tribal 
transaction under H..R. 4777, if enacted by Congress in its current form. Likewise, we believe 
technology can and should be used to address other policy concems with online gambling 
transactions wherever Congress permits such transactions to occur in a regulated fashion. 

In the view ot UC Group, the most serious of all the concerns is tlie possibility of 
organized criminal activity involving online gambling, such as money laundering and fraud. As 
discussed previously, without appropriate safeguards, online gambling transactions might be 
susceptible to such abuses, but the bill does not seem to address these for intrastate and intra- 
tribal transactions that may remain legal. 

UC Group recognizes that banks and operators of credit cards are already subject to 
sufficient federal requirements to combat money laundering, and when applicable, to state 
requirements to combat fraud. Rut other Kjpes of cui rent and developing Interact 
payment methods may not be under any existing federal or state obligations to apply these types 
of protections. 

For this reason. UC Group suggests that the Contmittce consider whether, for any 
intrastate and intra-tribal online gambling that is deemed permissible, H.R. 4777 should also 
mandate that states and tribes require use ot technologies to combat organized crime, money 
laundering and other fraudulent activities. Technologies do exist today that can be applied to 
accomplish these goals, Fiirthentiore, if Congress requires use of such technologies to protect 
the public interest, the market will inevitably create further products designed to address these 
risks for any businesses that wish to handle any such lawful transactions." 

VL CONCLUSION 

Regardless of the position that Members of Congress take on the prohibition or 
legalization ot Intemet gambling, we can all agree that there are certain “ills” that must be 
prevented. I suspect one would be hard-pressed to find an advocate for underage gambling, 
compulsive gambling, money laundering or fraud. I sincerely hope that my testimony today has 
demonstrated that there arc ways to protect against these exact harms and ills that the opponents 
of Intemet gambling regularly cite as reasons to prohibit Internet gambling. UC Group has 
developed and implemented a robust and ‘fail-safe’ payment system which has w ithstood the test 
of time. The system has been found to work successfully by regulators and law enforcement in 
other countries, w'ith whom UC Group can work with great effect, as UC Group has done with 
officials in the UK. 


1 am confident that UC Group and other providers could develop additional approaches 
that would address whatever regime the United States and, as applicable, individual U.S. states 
or tribal areas may adopt. 
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Accordingly, if Representatives and Senators choose to allow any Internet gambling 
transactions to occur, they should do so knowing that technology exists to protect their 
constituents from falling victim to underage gambling, compulsive gambling, and involvement 
of organized crime, money laundering and fraud. It exists, it is being utilized, and it is working 
vetw effectively. 

I remain available to provide further information to the Chairman and other Members of 
this Committee, as well as to other Members of Congress, regarding the mechanics of our 
approach to combating fraud, money laundering, underage gambling, compulsive gambling, and 
organized crime involving online gambling or to review the various approaches undertaken to 
manage these issues worldwide. 

Mr. Chairman, 1 thank you and the Committee for its time and appreciate the opportunity 
to submit my remarks for the record. 
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Letter to the Honorable Howard Coble from the Honorable Bob Goodlatte 


BOB GOODLATTE 

8TH DiSTRICT. VIRGINIA 


2240 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON, DC 2051S-4606 
(2021 22S-S431 
FAX (202) 225-9S81 



DEPUTY MAJORITY WHIF 
CHAIRMAN, HOUSE REPUBLICAN 
HIGH TECHNOLOGY WORKING GROUP 
CO-CHAIR, 

CONGRESSIONAL INTERNET CAUCUS 


Congress of the United States 

House of Representatives 

April 11,2006 


COMMITTEE ON AGRICULTURE 
CHAIRMAN 


COMMITTEE ON THE JUDICIARY 

VICE-CHAIRMAN, SUBCOMMITTEE ON 
COURTS, THE INTERNET, ANO 
INTELLECTUAL PROPERTY 


SUBCOMMITTEE ON 
' IMMIGRATION, BORDER SECUHrTY, 
AND CLAIMS 

REPUBLICAN POLICY COMMITTEE 


The Honorable Howard Coble 
Chairman 

Subcommittee on Crime, Terrorism, and Homeland Security 
207 Cannon House Office Building 
Washington, D.C. 20515 

Dear Howard: 

■Diank you again for holding a legislative hearing on H.R. 4777, the Internet Gambling 
Prohibition Act, I would respectfully request that the enclosed letters of support flom numerous 
conservative and family groups be made part of the record of the April 5, 2006 legislative hearing. 

Thank you for your consideration and please do not hesitate to contact me if I may be of 
further assistance in this matter. 


RWGibr 

Enclosures 


bincerelw 

Member of Congress 


PRINTED ON IKVCUDPAf^ 
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Letter to the Honorable Bob Goodlatte from Wendy Wright, President, 
Concerned Women for America 



April 3, 2006 


The Honorable Bob Goodlatte 
2240 Rayburn House Office Building 
United States House of Representatives 
Washington, D.C. 20515 


Dear Representative Goodlatte, 

Concerned Women for America (CWA) strongly supports the Internet Gambling 
Prohibition Act (H.R. 4777), Preventing the spread of gambling is a cause of vital 
importance to the health and well-being of American families. Internet gambling is an 
easy way for struggling citizens to amass burdensome personal and credit card debt that 
can damage their futures, families and financial security. 

Provisions within the Wire Act need to be clarified and I appreciate your 
leadership in working to update it to reflect the onset of the internet into the gambling 
market of mainstream America. H.R. 4777 does not change current law, but it does 
modify it to reflect the ever-changing digital market. 

Gambling is a severe threat to the economic and cultural fabric of America, and I 
strongly support your leadership in working to prevent the problem from harming 
additional vulnerable citizens. Thank you for your leadership to protect the moral culture 
of this country, and thank you for your sponsorship of H.R, 4777. 


Sincerely, 


Wendy Wright 
President 


Concerned Women for America 




1015 Fifteenth Stteei, N.W - Suite HOC • Washington, D.C. 20005 • Hicaie (202) 488-7000 • Fax (202) 488-0806 • www.cwfa.. 
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Letter to the Honorable Bob Goodlatte from Peter Brandt, Senior 
Director, Government & Public Policy, Focus on the Family 


aeOSeXPLORER □R.COLORADOSPRIN6S.COe0920(719)531 -3400 



February 16, 2006 


Dear Congressman Goodlatte: 

Focus on the Family enthusiastically supports the Internet Gambling Prohibition Act. 
This forward-thinking legislation will clarify ambiguities in the Wire Act regarding the 
illegality of gambling transactions through wireless communications and give the 
Department of Justice greater authority to prosecute illegal Internet gambling. 

Internet gambling is an ever increasing threat to millions of American families with 
Internet access. Gambling Anonymous members are yoxinger and yoimger as a growing 
percentage of adolescents become addicted to poker games and online gambling. Internet 
gambling has grown to a $12 billion industry, inci^asing at a rate far beyond any other 
form of gambling worldwide as addiction plagues families, college campuses and senior 
citizen communities. 

It is imperative that we put an end to the exploitation of children and families by off- 
shore and commercial gambling interests over the Internet. And as the recent gambling- 
induced corruption in our Nation’s Capitol reinforces, the time to act is now. Congress 
must take action to stop the addictive cancer of Internet gambling by passing the Internet 
Gambling Prohibition Act. 

Sincerely, 

■y 


Peter Brandt 

Sr. Director, Government & Public Policy 


DEDICATED TO THE PRESERVATION OFTHE HOME 
JAMES C. DOBSON. PH. D.. FOUNDER AND CHAIRMAN 


WWW. FAMILY. ORG 
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Letter to the Honorable Bob Goodlatte from Phyllis Schlafly, President, 

THE Eagle Forum 


FHYLLIS SCHLAFLY 
PRESIDENT 

February 16, 2006 

E]i\.CjirLEd Leading The Pro-Family Movement Since 1972 

EDUCATION CENTER: 7800 BONHOMME AVE.. ST. LOUIS, MO 6310S, (314)721- 1213, yiix:(314) 72 1-3373 

hill OFFICE: 316 PENNSYLVANIA AVE., S.E., WASHINGTON, O.C. 20003, (202) 544-0353, /ox: (202)547-6996 
OPERATIONS CENTER: P.O. 80X618, ALTON. IL 62002. (618) 462-541 5, iku:(6l8) 462-8909, eagleSeogU^um.orf 



The Honorable Bob Goodlatte 
U.S. House of Representatives 
2240 Rayburn House Office Building 
Washington, D.C. 20515 


Dear Representative Goodlatte: 


On behalf of Eagle Forum members nationwide, I am happy to support your Internet 
Gambling Prohibition Act and work with you toward its passage. 


Your legislation will be a major step forward in the fight to protect children and families 
from the dangers of internet gambling. Eagle Forum appreciates your leadership on this 
important issue. 


Faithfully, 
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Letter to the Honorable Bob Goodlatte from Richard D. Land, President, 
The Ethics & Religious Liberty Commission 


THE Ethics & 
RELIGIOUS LIBERTY 

Commission 



February 24, 2006 


MAR 6 m 


The Honorable Bob Goodlatte 
United States House of Representatives 
2240 Rayburn House Office Building 
Washington, DC 205 1 5 


Dear Congressman Goodlatte; 

Please know of our complete support for your recent bill, the “Internet Gambling 
Prohibition Act”, to expand and modernize the prohibition against interstate gambling. 
Internet gambling enterprises have swept our nation. It is estimated that there are 1 ,800 
Internet gambling sites worldwide and that revenue mi^t have been as much as $12 
billion in 2005. 

Clearly, Internet gambling is a growing menace to millions of good, hard-working 
Americans. Your bill is a common sense ^roach to this predatory industry. We look 
forward to assisting in any way possible wifo its swift passage. 

Thank you for the excellent leadership you have given over the years to rein in 
destructive gambling activities. We appreciate your dedication. 

Sincerely, 

Richard D. Land 


MainUETice • <H» Gnomeice Street, Suite 550, Naslnnlle, TN 37203 • 615244.2495 • >i.t 615.242.0065 

Leknd House on Capital Hill • 505 Second .Street. N.E. %&ilungton, D.C 20002 • /liene 202.547.6105 « /a.r 202.547.8165 
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Letter to the Honorable Bob Goodlatte from Dr. Guy C. Clark, Chairman 
OF THE Board of Directors, The National Coalition Against Gambling Ex- 
pansion 


THE NATIONAL COALITION 

NCAGE 

AGAINST SAMBflWG EXBANSION 

100 Maryland Avenue NE, Roomaili Washington, DC, 20002 - (800)664-2680 ~ ncalg@ncalg.org 



February 16, 2006 

The Honorable Bob Goodlatte 
United Stat« House of Representatives 
2240 House OiTice Building 

Washington, D.C. 20515-4606 


Dear Representative Goodlatte, 

On behalf of the Board of Directors of the National Coalition Against Gambling Expansion 
(NCAGE), I would like to express our appreciation for your tireless efforts to prohibit 
gambling on the internet. You have been a consistent leader on this very important issue. 

1 aip pleased to inform you that NCAGE has decided to support your legislation, the Internet 
Gambling Prohibition Act, and we are working to organize support for your bill among like- 
minded organizations. 

NCAGE believes this legislation is critical in the fight against the proliferation of online 
gambling and we hope that our combined efforts will accomplish Ae passage of this 
important bill. 

Sincerely, 

Dr. Guy C. Clark, Chairman 
Board of Directors 
NCAGE 
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Press Release: Family Research Council, dated February 16, 2006 



FOR IMMEDIATE RELEASE: February 16, 2006 
CONTACT: J.P. Duffy or Bethanie Swendsen- 202.393.2100 

FRC Stands in Strong Support of the 
“Internet Gambling Prohibition Act” 



FAMILY RESEARCH 
COUNCIL 
8oi G STREET NW 
WASHINGTON DC 
20001 

( 202 ) 393-2100 

ORDER I.INE: 
1-800-225-4008 


"If Congress is sincere about true lobbying reform that puts the public 
interest first, they must move quickly to pass the Internet gambling 
legislation. ~ Tony Perkins 

Washington, D.C. - Today Congressman Bob Goodlatte (R-VA) unveiled his effort to combat 
illegal Internet gambling by introducing the “Internet Gambling Prohibition Act.” Tony 
Perldns, President of Family Research Council, issued the following statement: 

‘Today’s introduction of the ‘Internet Gambling Prohibition Act’ is welcomed and 
Congressman Goodlatte should be commended for his tireless leadership on this important 
issue. 

“More than six years ago, the National Gambling Impact Study Commission rq)orted to 
Congress on the dangers posed to minors by Internet gambling. An international gaming 
industry, relying upon the anonymity afforded Internet gamblers, has accumulated immense 
wealth at the expense of our youth and our families. The Commission requested that Congress 
act, and after several attempts, Congress failed to pass legislation. 

“Recent news stories about the behind-the-sc«ies maneuvers to defeat Internet gambling 
legislation only emphasizes the need for Congress to act now. Law enforcement agencies and 
financial institutions must be provided with the commonsense tools necessary to enforce laws 
addressing this illegal activity. 

“I thank Congressman Goodlatte and those joining him for ensuring that our nation’s laws are 
enforced. If Congress is sincere about true lobbying reform that puts the public interest first, 
they must move quickly to pass the Internet gambling legislation.” 
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5LEASE: Christian Coalition of America, Dated February 15, 2006 



? Press Release 

; Wednesday, February 15, 2006 
Roberta Combs, President 


For further information contact: Michele Combs 202-479-6900 

Christian Coaiition Appiauds Congressman Goodiatte's 
Internet Gambling Prohibition Act Introduced With Over 
100 Co-sponsors 

i 


I Washington D.C. — Christian Coalition of America commends Congressman Bob Goodlatte, (R- 
i VA), for introducing his “Internet Gambling Prohibition Act” with over 100 co-sponsors. The 
Wire Act passed years ago by the United States Congress prohibits gambling over telephone 
wires. However, it is unclear as to whether or not using the Internet to operate a gambling 
business Is Illegal. Congressman Goodiatte's bill amends the Wire Act to make it dear that its 
prohibitions include Internet gambling by modernizing the Act after the many new technological 
developments since the Act was passed. The Goodlatte bill when it becomes law will expand the 
existing prohibition to include all bets or wagers, not merely bets or wagers on sporting events or 
contests. 

The President of the Christian Coalition of America, Roberta Combs said, "Christian Coalition of 
Amartca commands Congrasaman Goodlatte for Introducing and the over 100 Hembers 
of tho U. S. House of Roproaontativas for co-sponaorlng the "Intornat Gambling 
Prohibition Act" which will do much to stop the scourge of gambling on the Internet. It 
bahoovss Congress to pass CongrsMman Goodiatte's ''Internet Gambling Prohibition 
Act" this year baforo gambling on the Internet spirals out of control.” 

The Goodlatte bill has several goals irKiuding: updating the Wire Act to cover all forms of 
gambling and new technologies; increasing penalties for violations of the Wire Act including up to 
5 years in prison; prohibiting credit card use for illegal gambling; and providing additional law 
enforcement tools to combat illegal gambling. The "Intsmst Gambling Prohibition Act" also 
respects states' rights and the bill leaves the regulation of wholly intrastate betting or wagering 
to the states with tight controls to be sure that it does not extend beyond their borders or to 
minors. 


SUPPORT THE CHRISTIAN COALITION 
Click here to make a secuic online donation 


Visit our online store ’ 


# 


Christian Coalition of America 

r.O. Bon 37030 
Washington, D.C. 20013 
Telephone: (202) 479-6900 
Fax: (202) 479-4262 


To stop receiving these emails, go to htipsi/Avww.cc.Ofg/unsubgcribe.cfin . 
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Letter from a coalition of organizations in support of H.R. 4777 


March 8, 2006 


Dear Member of Congress, 

As organizations committed to the rule of law and the wiforcement of those laws, we write today 
urging your support of the “Internet Gambling Prohibition Act” (H.R. 4777) sponsored by 
Congress Bob Goodlatte of Virginia and “The Unlawful Internet Gambling Enforcement Act of 
2005” (H.R. 4411) sponsored by Congressman James Leach of Iowa. 

In 1999, the National Gambling Impact Study Commission released its report addressing the 
social and economic impact associated with gambling. One area of gambling investigated by the 
Commission was Internet gambling. The Commission reported that efforts preventing underage 
and pathological gambling were “particularly challenging” due to the high level of anonymity 
afforded Internet gamblers. 

The Commission further acknowledged that “general concerns about the relationship between 
gambling and crime. . .become particularly acute when considering gambling on the Internet.” 
These general concerns and others regarding the broader damage inflicted upon society by 
Internet gambling compel us to ask for your support of legislation that addresses these concerns. 

Currently no state has authorized Internet gambling, and federal laws support state efforts for 
enforcement. However, a lucrative international gambling industry greatly undermines the 
efforts of state and federal agencies to uphold our domestic laws. Furthermore, current federal 
statute governing this activity has proven to be ambiguous and out-of-date. This has all led to 
the false perception that Internet gambling is legal, and the result is the entrapment of our youth 
and society at large by this destructive activity. 

The proposed measures would provide law enforcement agencies and financial institutions 
common-sense tools necessary to identify and prevent unlawful Internet gambling. Gambling 
businesses and financial institutions would be prohibited from receiving or approving financial 
transactions for the purpose of Internet gambling. Law enforcement officials would be granted 
new injunctive authority to prevent the intentional or unintentional violation of the law. 
Congressman Goodlatte’s legislation provides important additional provisions to update the 
“Wire Act” to encompass other styles of Internet gambling and new technologies. 

These provisions found in both H.R. 4777 and H.R. 441 1 assert the government’s authority to 
enforce the laws needed to deter and prosecute illegal Internet gambling. A nation of laws must 
find those laws enforced by all means necessary and leg^. Please support the enforcement of 
illegal Internet gambling by supporting “The Internet Gambling Prohibition Act” and “The 
Unlawful Internet Gambling Enforcement Act of 2005.” 

Respectfully, 
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American Association of Christian Schools 

American Family Association of Indiana 

American Family Association of Pennsylvania 

American Values 

Arkansas Family Council 

Center for Moral Clarity 

Citizens for Community Values 

Eagle Forum 

Family Leader Network 

Family Protection Lobby - Maryland 

Family Research Council 

Family Resource Network 

Focus on the Family 

Hawaii Family Forum 

Illinois Family Institute 

Iowa Family Policy Center 

Louisiana Family Forum 

Massachusetts Family Institute 

Minnesota Family Council 

Network of Politically Active Christians 

New Jersey Family Policy Council 

North Carolina Family Policy Council 

Religious Freedom Coalition 
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Southern Ethics & Religious Liberty Commission 

Stronger Families for Oregon 
The Center for Arizona Policy 
The Family Foundation (Kentucky) 

The Family Research Institute of Wisconsin 
United Families Idaho 
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News article from The Hill, entitled “Abramoff gets payback in gaming 
BILLS,” DATED MARCH 29, 2006 


Abramoff gets payback in gaming bill The Hill March 29, 2006 Wednesday 

Copyright 2006 Capitol Hill Publishing Corp. 

All Rights Reserved 
The Hill 

March 29, 2006 Wednesday 

SECTION: Pg. 1 
LENGTH: 1609 words 

HEADLINE: Abramoff gets payback in gaming bill 

BYLINE: By Patrick O'Connor 

BODY: 


A handful of gambling lobbyists have already called it Jack Abramoffs payback. Others 
are less direct. 

But the central irony remains: The same Internet gambling legislation Abramoff fought 
so hard to defeat on behalf of a client that helped states conduct lotteries over the Internet 
now includes an exemption to protect those lotteries. 

Now Abramoffs infamy and legal woes are driving anti-gambling legislation across 
Capitol Hill, even though one of the most prominent bills includes language that would 
protect his former client. 

Two House bills, introduced separately by Reps. Bob Goodlatte (R-Va.) and Jim Leach 
(R-Iowa), seek to reinforce existing anti-gambling rules by rcspt«irely updatiitg 
telecommunications and financial-services laws to give enforcement agents more power 
to prosecute gamblers who place bets on websites based outside the United States. 

A previous version of Goodlatte's bill was defeated on the suspension calendar in July 
2000 after a last-minute push by Abramoff and his team to spread misinformation about 
the bill on behalf of his client at the time, eLottery, a Connecticut-based firm. 

Abramoff is now out of the picture, but gambling interests remain powerful on Capitol 
Hill and the current crop of anti-gambling legislation reflects that sway. Versions of this 
legislation have passed the House twice and the Senate twice, but never in the same year. 
Both chambers now appear intent on bringing bills to the floor this year. 


The Goodlatte and Leach bills, along with legislation introduced in ptevi ■'U’ by 
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Sen. Jon Kyi (R-Ariz,), attempt to crack down on the estimated $12 billion annual 
overseas gambling business, but none of those bills would regulate some closely related 
industries, in an attempt to avoid potential roadbloeks. 

In addition to the lottery exemption in Goodlatte's bill, both pieces of legislation include 
language to protect fantasy sports from current anti-gambling laws, and the two bills also 
avoid a decades-long dispute between Congress and the Justice Department over the 
legality of interstate pari-mutuel betting on horse races. 

"The underlying principle of this legislation is not to change the legality but to change the 
enforcement mechanisms," said Martin Gold, a lobbyist with Covington & Burling who 
represents the National Football League, an ardent supporter of anti-gambling legislation. 
"It doesn't make anything illegal that was legal, and it doesn’t make anything that was 
legal illegal." 

JUNE 2000 

Goodlatte is staunchly opposed to gambling and first introduced a bill to improve the 
federal enforcement mechanisms for Internet gambling in 1997. 

In June 2000, Abramoff and his team defeated the Goodlatte bill after a companion had 
already passed the Senate and his legislation appeared on its way to swift passage, 
according to a story in The Washington Post last fall. 

Abramoff reportedly convinced a former aide to Rep. Tom DeLay (R-Texas) to help get 
the bill on the suspension calendar, which would increase the number of votes necessary 
to approve it, and directed funds to various religious groups to help him pressure 
conservative members to oppose the bill on the grounds that it would actually expand 
Internet gambling - a false charge, Goodlatte maintains. 

The bill eventually fell short by 25 votes. 

"It's now clear to a great many members of Congress that they were hoodwitiked by Mr. 
Abramoff," Goodlatte said. "He effectively killed it in [the] Judiciary [Committee] by 
getting some amendments offered." 

In the intervening years, Goodlatte added language giving states the right to conduct 
lotteries over the Internet. The change was part of an ongoing effort by the lawmaker and 
his staff to craft the legislation around a specific task: to update the 1961 Wire Act to 
prohibit anyone from placing bets over the Internet so that the 45-year-old law would 
apply to current technology. 

Goodlatte reintroduced the bill in February of this year, and the legislation now has 130 
co-sponsors. The Judiciary Committee is expected to address it in the coming months. 


'It is a bill we intend to consider," committee spokesman JeffLungan siitJ. 
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HORSE RACING 

In addition to updating the Wire Act, Goodlatte's bill also gives Treasury officials more 
oversight of financial institutions to track illegal bets. This latter provision is the entire 
thrust of Leach's bill, which parallels legislation Kyi is expected to introduce in the 
Senate sometime this year. 

The Leach and Kyi bills would require the Departments of the Treasury and Justice to 
establish "policies and procedures reasonably designed to identify and prevent restricted 
transactions" relative to Internet gambling. That would include monitoring of credit 
cards, electronic fund transfers and any checks or bank withdrawals. 

Leach said his initial version of the legislation avoided any mention of horse racing, but 
the current version has a clause explicitly exempting any bet that adheres to the Interstate 
Horseracing Act. 

Passed in 1978, the Interstate Horseracing Act governs all interstate betting on horses. 
The law creates a specific carve-out in the Wire Act to protect state-to-state betting on 
horse races provided it is legal in both the state where the bet is cast and the state where 
the race is run and provided all wagers are placed with a regulated pari-mutuel service. 

Despite those protections, federal law-enforcement officials have argued that the law 
does not pertain to online betting. 

In December 2000, despite strong protests from the Justice Department, Congress 
amended the Interstate Horseracing Act to include wagers placed "via telephone or other 
electronic media" provided both the sender and the receiver are licensed pari-mutuel 
providers. 

Initially unaware of this dispute, Leach said, he was told early in the process to leave 
horse racing out of his legislation because it was a separate issue governed by previously 
established laws. 

"It wasn't in the initial bill," Leach said of the horse racing exemption. The congressman 
said he wanted to limit his own legislation to betting that is already illegal under current 
law, adding, "Don't ever underestimate the power of the gambling lobby." 

Goodlatte said he did not explicitly address the horse racing issue for the same reasons. 
"We don't address it, nor do we try to repeal it," he said. 

The National Thoroughbred Racing Association (NTRA), which is both the trade 
association and governance body for breeders, owners and racing officials in the United 
States, sent out a release March 15 announcing that the organization "has secured 
language ... to protect Internet and account wagering on horse racing" after Leach's bill 

passed through the House Financial Senices Committcf earlier this mositli. 
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The same release said that NTRA officials had worked with Goodlatte to "ensure that [his 
bill] also contained language that protects online and account pari-mutuel wagering." 

The organization's political action committee had already contributed $79,000 to 
members of Congress this cycle as of Jan. 23 of this year, according to the Center for 
Responsive Politics. Neither Goodlatte nor Leach was a direct recipient of those funds, 
but Goodlatte's PAC, the Good Fund, did receive a $5,000 donation in July. 

In addition. Federal Election Commission records show that Kyi refunded a $5,000 
donation from the group late last year, according to politicalmoneyline.com. His office 
did not return repeated phone calls for comment. 

FANTASY SPORTS 

Almost 15 million people participate in fantasy sports leagues annually, according to the 
Fantasy Sports Trade Association (FSTA), which represents most of the online fantasy 
sport providers like CBS SportsLine and ESPN.com. 

The average player participates in six separate leagues in two different sports each year, 
according to a recently completed survey by Prof. Kim Beason of the University of 
Mississippi. Participants are overwhelmingly male and spend an average of $493.60 on 
league fees every year. 

The professional sports leagues, particularly the NFL and Major League Baseball, draw 
some revenue from fantasy sports participants, but much of that is tied up as part of larger 
broadcast or marketing deals. 

The leagues now appear to be repositioning themselves after a recent boom in fantasy 
sports participation. 

In 2005, big-league baseball paid its players union $50 million for the fantasy rights to its 
players for five years. Last year, St. Louis-based CBC Distribution and Maikeiing, Inc. 
sued the league for requiring companies to secure a license to operate fantasy baseball 
leagues online, arguing that statistics are part of the public record. That suit is pending. 

In addition, the NFL has a deal with CBS SportsLine to operate its website, but the 
fantasy rights are up next month and the NFL can now renegotiate its deal. 

Fantasy sports are protected in each piece of Internet gambling legislation because the 
results are an aggregation of individual statistics in multiple games over an entire season; 
therefore, backers argue, winning and losing is contingent on skill in picking players and 
the financial rewards are almost always determined before the season. 

The results of fantasy sports contests are nearly impossible to influence because the 

standings are determined by too many players over too many g,j mes for • 'iiisidem to 
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influence those results, a number of lobbyists said on background. 

Goodlatte said it is unfair to criticize the entire bill on the basis of the single exemptions. 

"It all goes back to Abramoff," Goodlatte said. "We were never trying to expand 
gambling. Clearly, it would contract Internet gambling. ... [The legislation is] tighter now 
that it has ever been." 

LOAD-DATE: March 31, 2006 
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Transcript of speakers from the National Thoroughbred Racing Association 
AT THE 28th Annual Symposium on Racing 
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-iGsijtration 



HOME i .'JiSi! MiifJ. 


28th AniiMal Symposinim on Racing 

Friday, December 7, 2001 

Morning Session 3 

"NATIONAL THOROUGHBRED 
R/M’ING ASSOCIATION" 


SpCciUcys; Greg Aviolt. Deput}' CoiinnissioneTaiid Chief Operating Officer, NTRA 
Chip Campbell, Senior Vice President, NTRA Media and Sponsorship 
Keith Chamblia, Senior Vice President - Marketing and Industry' Relations, NTRA 
D.G. Van Clief, Jr,, President, Breeders’ Cup, Ltd.; Vice Chairman, NTRA 
Tim Smith, Commissioner and CEO, NTRA 

MR. F. DOUGLAS REED: I’d like to make a couple quick announcements and then get this panel 
started, Eveiy year at this time I look at my Tvatcli and my body tells me I ran into a ivall, I start to 
come down from the week's activities and the month's activities, and I alwavs kind of get a little sad at 
this time, because this week just flies by for me. 

And there's so many fiTends and acquaintances of mine that come here and I want to spend a lot of 
time with everv bodv . and I never get enough time to spend with everyone; and so this is always kind 
of a mixed emotion time for me, you know. 

It's - my body's getting tired and -but I hate, I wish tliis could last longer for me. It's certainly I think 
the high point. I think I can speak for everybody in the RTIP, this is our peak, this is our Derby, this is 
our Hambletonian, All American Futurity and Night of Stars and everjthing wTapped into one for us. 

A quick thank vou to our sponsors, again that make eveiyTliLng happen. Like to thank our refreshment 
break sponsors this morning, the NTRA and Lone Star at Grand Piairie, like to thank the sponsors for 
a lovely evening last niglit, the reception IGT; the entertainment, the Daily Racing Forai and TVG; 
and the banquet, Mountaineer Race Track and Gaming Resort. 

I'd like to give you a brief of the auction results. They are posted in the registration office, and I'd like 
to read off just a couple — the top couple prizes. First of all the two trips, Gaile Fitzgerald really 
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opened up her pocketboolc. She actually won both trips, the Arlington Park Breeders’ Cup World 
ThoroughbT’ed Championship went for $2,200, and the trip for — to the Festival of Racing at 
Woodbine went for S2, 000, so Gaile took down both of those prizes. She's going to do a lot of 
traveling. 

The Aveekend at Yosemite National Park went to Dottie Davis, the VIP Package to Hong Kong Racing 
Festival went to Susie Sourwine, and the bronze sculpture by V'eryl Goodnight went to Dottie Davis 
again. 

And I do want to make one annouocement. We kind of inis-advertised the Fred Stone. We had a 
reserv'e bid on that, it didn’t reach the reserv-e bid. But wdiat we tvant to do is correct it, because it ^vas 
kind of niis-advertised. Actuallythat’sa mural that Fred Stone will come to your facility, track or 
wliateve?’, it's not the actual one out there. That’s just an example. And he will come and put that in 
place, or a similar one like that at the facility. You've seen plenty of those at racetracks and other 
OTBs, casinos, etcetera. So that's one that he will actually come to the facility and do a veiy — tliese 
things are immense, they're large. 

So what I think we’ll do is — well figure out the logistics, but we'll do a mailing, maybe to all the 
attendees and let you get anotijer bid at that in case there’s an interest in that. Because it really was 
kind of falsely advertised and some people told me that they certainly would have bid a lot more 
knowing tvhat it actually was. So more on that later. 

Here we are again, and if memory serves me right, I'm not sure, about 1997 1 think this marriage has 
been going on - and I look at this as a win/win, and I certainly lecture my students and faculty and 
staff, they get tired of hearing me talk about win/win relationships. This is certainly one of those. 

And 1 want to get us off on time. Everybody’s familiar with our next presenter, and I think it's great 
that they're here again to present an update on w hat's happening, Tim Smith, the commissioner and 
CEO of the NTRA. Please welcome him. 


(Applause) 

MR. TIM SMITH: Good inonimg, everyone. Thank you, Doug, for this annual opportunity to share 
some plans for 2002 and the NTRA 's next phase. It’s really been a year of records in horse racing. We 
had Monarches with the second fastest Derby time ever, and the horse racing book's been the 
bestseller list for months, and you can just go on and on. 

Breeders' Cup Day set a one-day wagering record for Belmont Park, and I'd just like to recognize one 
other record. 1 think clearly John Roark and Remi Bellocq calling an HBPA-NTRA meeting two days 
ago at 6 a.m. clearly sets a Symposium and possibly all-time horse racing record. 

It was actually eerily calm and quiet at that time of tlie morning, coming through the lobby , not a — 
not a sound, not a person. Unless you count Shane Sellers at the Sega machine — 

(Laughter) 

— where lie was from the niglit before, I think. Before we get started witli our program, I'd like to say 
just a very few words about the headline topics for this year's Symposium: medication and drug 
testing. 

We think the group stepping forward totackle these complicated, sometimes emotional and yet so 
impoilant issues aie to be thanked and commended by all of us. The winds of pivigi ess clearly are 
blowing, and in quite a constructive way. 

For our part, the NTRA Drug Testing Task Force will expand somewhat to add regulators, but 
continue to focus — stay focused on the one specific piece of the puzzle we feel is most appropriate for 
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our group to tackle, and that’s the goal of improving and making more uniform drug testing in North 
American racing. 

Based on our owt eocperience, we'd also counsel patience and persev^eraiice and verj' thick sldn by all 
involved. Predictably there will be those who will point to the lack of complete or instant progress; 
and there's one guarantee, it won't be easv', but it's crucial. So keep up and build on the very good 
work started here. 

Turning to the main pail of our presentation this morning we'v'e adopted the theme of presenting 
Phase Two. Phase Two of our association's short life, of tlie NTRA's strategic plan, Phase Two of our 
new combination with the Breeders’ Cup, of our consumer research and marketing plans, and of our 
legislative and political efforts. 

Phase Two will look and be different in some important respects. For example, as you will hear 
shortly in more detail, we’ve moved on to a new pltase of research. In Phase One the emphasis was on 
our threshold problem, that was awareness. And we continue to track awareness, literally every 
month; the number of people who saythe\'’re at least somewhat interested in horse racing. 

And avNureness has grown, as jiiu'd expect if jdu spend a lot more on increased television exposure 
and start a $25 million, S30 million co-op advertising campaign. 

We’ve also emphasized segmentation. And as a result we know a lot about who participates, how 
often, what these fans look like, demograpliically. From this research we know that our best target of 
opportunity is the 19 to 20 million light fan group, most of whom attend or participate just once or 
twice per year. So we have a clear target, the light fan, and a clear goal, increasing frequency. 

But in reviewing lessons learned from Phase One, we realize the need to probe more deeply the 
fundamental additional research question. "WliyV Whv' do Infrequent fans not participate more often? 
What are the barriers? What kinds of messages and marketing tactics would be most effective?" 

All this and similar questions and steps flow from a planning process started earlier this year. After 
three years of operating experience we gave considerable attention this year to developing an updated 
business plan, realK a strategic plan for the NTRA's next four years, starting with an expanded board 
of directors, 

Earlier this year we reviewed the results of Phase One, where we had made progress, where we had 
made mistakes or fallen short, where the hidustty' had gained ground and where strategic problems 
and opportunities remained. 

We settled on five strategic priorities for Phase Tv\=o. Each is consistent with something that hasn't 
changed, our two-part mission: increasing the popularity of horse racing and proving improving 
economic conditions in the industiy. 

The five priorities for 2001 to 2005 were defined as follows: Refocus on core marketing programs, 
back to basics you could say: sti'engthen our legislative and political capabilities for multiple purpose 
— multiple purposes, including economic, deregulation; establish a new brand and competitive 
framework for the Breeders’ Cup and the Road to the World Thoroughbred Championships, 
presenting the best of our sport more coherently, both the fan, sponsors, etcetera; help the industry 
achieve the potential of account wagering, new sources of revenue; strengthen the organization, and 
the rights and resources necessary to achieve the mission. 

Overall the feedback was very supportive of those goals, and quite valuable. So was the fact that input 
and participation came from a number of members who, as recently as a \ ear ago, had questioned 
tlieir continued involvement. 

Just as historical trivia, but also to show you what multi-year planning exei'cises can be about, we 
tool: a loolc at the projections made in this room in 1997 of where the organization would be, at least 
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from the financial perspective, by the end of 2001, i.e., now. 

And we came pietty close in most areas, with a major boost on the rev-enue line ft'oni the association 
with the Breeders’ Cup. Tlie handle-based dues from tracks and horsemen's associations we said 
would be 13 and a lialf, a little less. We hoped to be over $20 niillion in our part of the advertising and 
marketing area, not counting co-op, and just a little bit under that. We'll be back on track in 2002. 

Legislative and regulatory also pretty close, and a major increase for 2002. And after some pretty 
deep startup cumulative deficits, it’s looking okay or better on the operating reserves. We hope can 
come as close, if we're back here in 2005, telling you how we did on the new projection; the new five- 
year pro forma tvili be contained in the new plan. 

It calls for $70 million in total revenues by 2005, with all of the growth coming from new sources 
versus industry dues, so we’ll — at the very least it will be a scorecard for us going forward. We'll 
complete a few remaining issues with discussions with our board this week, and in just a few daj's 
share the plan in final form with the industry later this mouth. 

I'll be back at the end to wrap up, but let me conclude this introduction by happily reporting that vve 
also had a good j'ear in rebuilding our membersliip base, and indeed in adding to it, We'll be some 
members going forward, vve anticipate, who we’ve not Irad in Phase One at all. We fuDy recognize 
there’s a lot of room left for improvement. 

You'll hear today vve believe there are many challenges that remain. But in important ways 1 think 
we're stronger and more unified than at any time in the NTRA's history. Well, by almost any measure 
if we're comparing Phase One to Phase Two, the original plan with how things have worked out, one 
of the most visible changes made to our original business plan was the NTRA's combination witli tlie 
Breeders' Cup effective January 1 of this year. 

In fact, when we went to NBC to, as a courtesy call, brief them on this change. What they basically 
said was, "Who were tire geniuses vvlro left this out of the original plan';'" And — 

(Chuckles) 

So it's now niy pleasure — I called him a lot of things, but it’s now my pleasure to introduce the co- 
genius who, along witli yours truly, took tJiree years to put the two organizations together, but we did 
and it's been a positive step for both the organizations, and we think, the industry. To tell you more, 
please welcome D.G. Van Clief. 


(Applause) 

MR. DANIEL G. VAN CLIEF, JR.; Thank you, Tim. Arrd good moniing, Ladies and Gentlemen. 

As both Doug and Tim have pointed out, it was two years ago at this Sjunposium that we unveiled the 
concept of combining the operations of Breeders' Cup and the NTRA. Last year we spoke about the 
upcoming reality of that combination, and onto — on schedule we did ink an agreement and create a 
formal joining of these two corporations January 1st of this year. 

In my opinion that combination is going to be viewed in the future as one of the most fundamentally 
impoT'taiit steps undertaken by this industry. 

Before giving you a report on our joint progress I'd like to just briefly review the thinking behind the 
decision to combine the two. 

What w e had prev iously was two not-for-profit corporations, both dedicated to the same mission, and 
one working to fulfill that mission with very few rights to marketable product, the other having 
dev eloped a major national and international racing event to which it owned the rights. It was a bit 
like having a major league office or an NFL office without the Super Bowl. 
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So obviously conibinmg the two was a natural and, as Tim pointed out, it took us about 36 Tiionths to 
get aT'ouTid to it, so perhapswe were a little behind schedule on that. Obviously we had a nuTiiber of 
expectations. 

Seemed ob\ ious, and we mentioned it at the time here, tliat there'd be financial advantages in 
avoiding duplication and creating efficiencies. But most importantly, we were looking to use the 
natural synergy's between the two organizations to develop a structure which could bring our national 
racing programs together in one cohesive unit, one which. A, would be more understandable to the 
a\ erage sports fan; and B, would give us the ability to go to the marketplace with packaged product 
that tv'ould be understandable and marketable to potential sponsors and corporate affiliates as well as 
the public at large. 

Last year in this room while we were still developing those strategies, I indicated that we felt we were 
already seeing the benefits. Today we can begin to quantify some of them. 

First, both organizations began sharing office space this past July. While it seems a little mundane in 
the overall scheme of things, it is, from a practical viewpoint, a major step forward. What it means in 
simple terms is, amongst other things, our joint staffs are now saving over 2,000 man-houis annually, 
and accelerating the frequency and qualify^ of internal communication. 

The accounting administrative functions as promised have been combined into a single department 
avoiding duplication of effort and expense, and the various marketing disciplines are being assigned 
to interlocking mutually supportive teams. 

I can tell you that the resulting s>iiergy is real, and it was highlighted by the June 26tli announcement 
in New York of the rebranding of the Breeders' Cup as the Breeders' Cup World Thoroughbred 
Championships, coupled with the associate brand of "The Road lo the World Thoroughbred 
Championships.” 

That new branding emei-ged as a direct lesult of tlie joint sales planning involving Breeders' Cup, the 
NTRA, and our marketing partner, Host Communications, and it was supported by NTRA-driven 
research. That research showed that the Breeders' Cup has been poorly understood by the majority of 
sports fans outside our three million core base. And even within that base, there are many whose 
ideas about %\ijat that championship event was were unclear at best. 

Equally important, sports fans recognized virtually no progression towards the event. They didn't 
understand the v arious racing divisions nor did they understand the linkage between Breeders' Cup 
and other races which now define the various roads to tl>e World Thoroughbied Championships. 

So together, NTRA and Bi-eeders’ Cup have forged the opportunity to create a frainevTOrk and a 
marketing sti-ucture which brings more coherence to the best quality racing in diffei ent divisions and 
relates that structure to the World Championship event. This divisional identification leads to 
increased understanding of how major post-Triple Crown racing fits into the championship picture 
an nually. 

Fortuitously, just four months after that June 26th aiuiounceinent, what liad been known simply as 
tlie Breeders' Cup Championship reached a new level of maturity as tlie World Thoroughbred 
Championships, with the strongest international participation ever 

In the meantime, the concept of selling corporate affiliations with the various racing divisions on a 
package basis was also working. Bessemer Trust embraced the principle with their sponsorship of the 
Juv enile Division, including a series of seven major 2-year-old races across the countrv; telev ised and 
promoted as tlie Bessemer Trust 2-Year-Old Challenge, culminating witli the Bessemer Trust 
Breeders' Cup , Juvenile. 

Penske Auto Centers stepped forward to sponsorthe sprint division, and became title sponsor of the 
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Pensive Auto Centers’ Breeders’ Cup Sprint. 

Jolni Deeie became presenting sponsor this year of the Breeders' Cup Tu7f; and one of our Tiiost 
consistent supporters over the j’ears, Alberto Culver, renewed their affiliation as a presenting sponsor 
of the Breeders' Cup Filly and Mare Turf. 

So in short since meeting here with you all last year, we've implemented one sponsorship renewal, 
and more importantlj^ we've added three new seven-figure multi-year corporate affiliations in 
support of thoroughbred racing. 

In June our combined organization staked out a bold marketing position, in October it worked. The 
first formally titled World Thoroughbred Championship Day was successful beyond our expectations. 
But the shadow of totally unrelated ev'ents hovered over that occasion in New York. 

With tlie rest of the w'orld we were stunned by the atrocities of September nth, and like most 
Americans, we all looked for a way to play a positive role in coalescing support, sympathy and aid for 
those most directly affected by the events. 

We launclted, within days, NTRA Charities New York Heroes' Fund, and in association with tlie New 
York Racing Association, dedicated the Breeders’ Cup to the families of the New York firefighters, 
police officers, emergency senice personnel, and other victims tvho lost their lives in the events of 
September iith. 

This NTRA-pi'odueed PSA does about as good a job of capturing the essence of what we were tiying to 
achieve in New York this fall as anything I’ve seen. Some of you will recognize it. 

(A Tape was played) 

(Applause) 

Thank you. As you can see, that spot really in essence defined much of what our marketing position 
was about this past fall, how we hoped to identify the event, particularly in the eastern marketplace, 
and how we hope to put a good foot forward for tlie industry. 

Our initial goal — you saw a S3 million number on this spot. Our initial goal in the early days was to 
raise a million dollars, and that was basically blown away when Harry Mangurian called and made a 
million-dollar pledge just days after the fund was created. 

I'm pleased to say that as of this morning, and as we announced in New York last week, that fund is 
expected to reach $5 million includingthe remaining pledges. And at this point, three and a half 
million dollars has already been disbursed to those in need. 

On behalf of the organizations which have received this aid, on behalf of all of us involved in the fund, 
and particularly on behalf of the families who were receiving assistance as a result of these 
disbursements, we want to thank all members of the thoroughbred community who've been so 
generous to this cause, whether it's been through the New York Heroes' Fund or through similar 
effoits organized througliout this industry. 

World Thoroughbred Championships Day at Belmont Park was thus a day of phenomenal racing, of 
drama, of pride and of poignancy" it was quite an ev-ent. 

Now I want to turn brieflyto the future. As Tim pointed out, we’re going to concentrate today on 
Phase Two of our combined efforts. We think we've jumped off to a good start this year, and following 
the early success in simple terms we plan to press the advantage. 

We're going to place renewed emphasis on promoting wlrat everybody in this room already knows, 
and that's that every major race between the Triple Crown and the Breeders' Cup is a mile marker 
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along the road towards the World Thoroughbred Championships. 

Weh e going to geaj‘ our marketing initiatives to further defining and promoting these races in ways 
that tvill lead to greater understanding of what the racing ^ason is all about and how the contests are 
connected. We aim to give fans a better knowledge about the horses as well running along the Roads 
to the Breeders' Cup Championships, both here and New York — or here in North America and 
overseas as well. 

We plan to include tliose overseas runners, most of which are anticipated, at least near tenn, to come 
from Europe, in our year around rankings. In effect we plan to globalize those rankings so the names 
like Fantastic Light, Sakhee, Bank's Hill and Johanneshui^ don't come out of the blue to the 
American racing fan. 

We also have under consideration a number of initiatives to enlianee and strengtlien the 
championship races as well as tlie races leading up to them. Such initiatives include increased 
Breeders' Cup purses. Those of you who've had a chance to look at the updated business plan, 
particularly the pro formas in there, wdll see those numbers included. 

We are also looking at the concept of a multi-million dollar bonus. For tlie time being we're looking at 
a Sio million operative number. A bonus offered to a horse or horses wliich can win specified races 
linked with the Breeders’ Cup Classic, and we’re looking at tliat linkage occurring both in Europe and 
in North America. 

And as I mentioned already, we're working at ways to internationalize, if you will, our ranking 
systems which recognize the championship's elevated international status achieved this year at 
Belmont Park, 

In other areas, we plan to break new ground with first time World Thoroughbred Championships' 
venues. We confirmed this past Monday in Chicago the event will take place at Arlington Park next 
year. It will be our first visit to America’s third lai-gest marketplace, and we look forward to working 
with our new racetrack, nvetropolitan and coiporate partners in Chicago. 

Texas remains on schedule for 2005. We met briefly with Corey Johnsen yesterday and agreed to 
work towards a formal letter of intent with Lone Star Park within the next few weeks. 

Supporting all these initiatives the combined NTRA Bleeders' Cup team will continue developing and 
integrating marketing programs which you'll hear a little more about later in this program, Tliese are 
going to include weekly media teleconferences, our ongoing telev ised racing series, the redev elopment 
and improvement of our Internet presence and others. 

And finally, we're going to use our enhanced stature and program continuity to secure more divisional 
sponsors, improve the value and viability of our television presence and signal, both domestically and 
intematioiially, expand our simulcast signal globally, continue to build our championships brand and 
strengthen the NTRA Breeders' Cup organization in lines with the strategic goals that Tim pointed out 
a few minutes ago. So our goals are set. 

Our combined metiiodology has, we believ’e, been successfully tested ov'er tlie last 11 mouths and we 
feel confident we can look forward to the future with optimism. I tliink it's fair to say that in its 
relativ ely short existence, the NTRA has been responsible for more effectiv e national market research 
than our industry as a whole has undertaken in the past. 

Wlien it comes to understanding our potential customer, knowing who they are, what they like, what 
they don’t like, we've undeniably lagged behind when compared to market knowledge being generated 
and updated by our competitors. 

Professional researcli is a vital guide to key decision-making. It's imperative as a pierequisite to the 
effective deployment of the industry goal with w'hich we are entrusted. Tlie l ebranding of the 
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Breeders' Cup for example, and other programs 1 outlined a few minutes ago, were not conceived in a 
vacuum. They have been and are being developed along the lines that research tells us has the best 
chance fo?' success. 

We believe our combined organizations made a good start but there’s a lot left to do. And doing it 
right is going to depend on appropriately designed and targeted research. 

Earlier this year we retained the consumer research firm of SWR Worldwide to assist us with the next 
phase of our marketing efforts. SWR’s a national leader in opinion and consumer behavior research 
and has worked Avith organizations such as NASCAR, Major League Baseball, and the PGA Tour. 

Over the last two decades there's been a considerable amount of both quantitative and qualitative 
T'eseaTcl) undeilaken bj' rarious organizations in racing, so ratlier than walk the same ground that 
others have already covered, we asked SWR to review all of our industry's existing consumer research 
data, give us a comprehensive analv'sis of that data before embarking on the next phase. 

This is now complete, and SWR is working on the next phase. It includes a recently completed 
national telephone sur\ ey and focus groups are underway in select major markets. 

To tell you more about the program, its objectives and its findings are Greg Schneiders, chief 
executive officer and John Delia VoJpe, senior vice president of SWR Worldwide. I'm sure that you're 
going to find their remarks both interesting and provocative. Greg? John? 

(Applause) 

MR. JOHN SCHNEIDERS: Thank you very much. I don't have a slide that pertains to my first 
comments because 1 wasn't intending to make tliem, but as we were watching the film from the 
Breeders' Cup about September nth and the fund that \ ou all created for the victims of that, 1 was 
reminded that it’s wortliwliile putting any lesearch that we do for any client into tlie context of the 
times, and certainly the context of our times today are very different than they have ever been in the 
past. 

And I just wanted to take a moment and tell you that we've been tracking the mood of America on a 
w'eekly basis since September nth. And we found a veiy interesting thing, and frankly a very 
encouraging thing right now. We're seeing increasingly tlie mood of optimism growing. 

In the last survey that we completed just about 48 hours ago we found by a margin of five to one, 
Americans are more likely to say that they expect thequality of life to improv'e ov'er the next four 
months rather than to deteriorate. And by a margin of four to one they say they expect their financial 
and economic situation pei-sonally to improve ov^r tlie next four months as opposed to deteriorate. 

So we see that indomitable American spirit that we've been hearing so much about over the last — oh, 
since the nth being played out in terms of Americans' expectations, and that's good news. It’s good 
news for all of us as Americans and it’s good news for everybody who depends upon tlie public coming 
out and returning to normal and doing what they love to do, and that includes going to the track and 
enjoying thoroughbred racing. 

We have — we are in the middle of this research project, it's a very large and ambitious one, involving 
both qualitative and quantitative research. It’s such a big project it takes two of us to present it. And I 
want to start by explaining to you what we have been doing and how we went about it, how vve 
designed it, liow tliis is different from what’s been done before, and tlien go on and tell you about 
some of the specific results. 

As D.G. said, vve started off most importantly by not wanting to re-invent the wheel, not wanting to 
re-tread old ground, we wanted to be sure that we built 011 the very solid and fine research that has 
been done ov er the last several years. And so we reviewed the ESPN tracking, the focus groups that 
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been done, the trach intercepts. 

And the?! we^vatited to go beyond that and using that knowledge, take the Tiext step to dig more 
deeply iTito the underlying attitudes, knorvledge and motivational factors, drivers and baTvieis to 
attendance. 

We did that by first designing a telephone survw, and I want to tell v ou the most important aspect of 
this, which has to do with the sampling methodology . I mean, any research design is only as good as 
the sampling tliat underlies it. 

Who are you talking to? In thepeistthe research has focused on a definition of your market based on 
behavior. We will sliow you in a moment the segmentation that many of j'ou have seen before of core 
fans and light fans and lapsed fans and social fans and so on, and that's where the research has 
occurred. 

What we tvanted to do is go beyond that and talk to all potential fans, and so the ivay we did, an actual 
screening of the general population who live within 50 miles of a track. And we asked them, "If you 
were invited to go out to a thoroughbred racetrack on a nice weekend and you didn't have anjlhing 
else to do, how likely would you be to go, on a scale of zero to 10? Ten, 'I would definitely go 
enthusiastically,’ and zero is. There's no tvay you could drag me out there.'" 

(Chuckles) 

We dropped out the zero througli fives, those would include people who might be morally opposed to 
gambling, people who ha\ e absolutely Jio Interest in horses or horse racing, people who for whatever 
reason, >t3u know, age, infirmity or whatever, may not be able to; and we took tlie six through tens, 
and those are who are included in this sample. 

So all the information that we give \ ou going forward in this presentation pertains to those people 
wlio, on a scale of zero to 10, say a six through 10 in terms of the likelihood to go if invited. 

Now about 57 percent of them it turns out have already been to the tracJc, but 43 percent have never 
been. So that's 43 percent of that potential audience that in the past, if we had only been talking to 
people who'd been to the track, we would miss. And we think that's a very important part of tlie 
population. We want to figure out howto get them to try the experience and enjoy the experience and 
then come back, 

MR. JOHN DELLA VOLPE; I want to talk a little bit about some of the specifics associated with 
the survey. The survw was ambitious, it was 90 questions long, and it took about 15 to 17 minutes to 
complete it over the telephone, and we had seven or eight main sections that we delved into. 

First one was to understand the traditional habits of fans; how often the\ go, how much mone\ the\ 
spend, do the,\ have the impression that they win more often than the,\ lose or lose more often than 
they win? 

We then moved on to ask a series of questions about their favorite activities, includes trying to get a 
better understanding of what the competitive set was against horse racing. 

We then went into a number of attributes to understand how these attributes apply to both the 
favorite activities as well as a to thesport of horse racing. 

We tlien Avent into some InfonnatioD asking them howthey pereeired themselves, and we tlien asked 
the same series of questions about how they perceived fans at a racetrack, to understand some 
differences, which \ve11 talk about. 

We tlien asked, when people went to the track, what were the aspects tliat were most enjoyable, most 
appealing? Was it watching, was it wagering, was it — was it socializing with friends, those sorts of 
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things. After that we went into a series of about a dozen or so reasons or factors that the industry' 
would th ink would trj- to improve or increase attendance. 

We ended the survey witli three or four different pKKitioiiiiig statements, and then we closed it with a 
series of demographic questions. So there is a tremendous amount of data that we have begun 
anahzing; we’ll have a full report in the next couple of weeks. 

We finished, by tlie way, a couple days after Thanksgiving. We are cuiTently conducting focus groups. 
We’re conducting six focus groups across the countiy. Two were conducted last week at Hackensack 
to talk to folks in the New Jersey and New York markets, we completed two Wednesday night in Los 
Angeles, and then on next Tuesday we'll be in Dallas conducting groups. 

The important thing about those groups, as Greg indicated, we've got two groups per night, and one of 
tlie groups are what we would consider the light fans, those are the ones who have been two, tliree, 
four times over the past couple years, as well as those ulio liave an interest in attending but have 
never been. So that's one group. 

And then the second group we have every night is those who attend more often, an\ where from a 
dozen or so times to up to 20 in some cases, to see kind of wltat the differences are between the two 
groups, So thank you. 

MR. SCHNEIDERS: Many of you if not all of you have seen these numbers before, this is a 
segmentation that Tim referred to earlier. Core fans, who go frequently and bet heavily, make up four 
percent of the fan base, and that's 3.2 million individuals. There are 19.5 million who are light fans, 
they've been within the last couple years. They have bet but they don't go frequently and they don’t 
bet lieavily. 

Lapsed fans have been to the track but not within the last two years. Social fans have been to the track 
within the last two years but haven’t bet. And then you have a category^ called inactive fans. Now you 
know, some might call these non-fans. These are people wlio have said that tliey liave at least a sliglit 
interest in horse racing but they've never been to the track. 

What we wanted to do, as I mentioned in going beyond just looking at these individuals, is to find 
those people out there who, though they may never have been to the track, or may only have gone 
veiy infrequently and perhaps a long time ago, expressed a fairly strong interest in going, that's six 
tln-ough 10 on the zero to 10 scale. 

MR. DELIA VOLPE; And Greg, just a couple of things about the core. Two thirds of the core group 
is made up of men. The coi-e group, unlike the light and unlike the potential fans, include more 
minorities; they' re less educated, as a group less attended college, and they’re slightly older but not 
much older than tlie general population. 

MR. SCHNEIDERS: One of tlie interesting things that we saw when we looked at, we compared 
those people who passed the screen and became a part of our study by saying six through 10, and we 
compared them with those people who said only zero through five and therefore were screened out. 

And deinographically we found, for example, that the people interested in attending tend to be 
younger, as you can see in the 18 to 24 category; there are twice as many who qualify' through their 
interests as who fit the non-qualified category-, aud they' also are more likely to be single. Thirty-two 
percent of those who expressed an interest were single compared with just i8 percent of those who 
did not. 

So we found that encouraging, that we don't want to focus only on the young and the single, but there 
eeilaiiily was a social aspect to the way that these people looked at tliis experience. They saiv it as an 
alternative to going to a nightcluborgoing to aballgame with their friends or something to do that 
was social, tliat was fun, that was outdoors, that was exciting, and had had a social component to it, 
and we wanted to zero in on that. 
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We wei’e very iiiteresled in the competitive set, when — if these people are not going to the track verj' 
often or perhaps have newr gone, despite ha\nng expressed a relatively str’ong irrterest in it, ^vhy is 
that and what are they doing instead? You know, what choices are they making? 

And so we asked them to seif-identth' on a volunteered basis rvhal is their most important or most 
attracti\ e fa\ orite pastime when they are looking for an event to attend or an acti\ it\ to engage in? As 
you can see, the top two here are football and baseball, at 26 and 16 percent; moving over just a little 
bit basketball at 12 peix^ent, and then jxiu get fartlier down, hockey and general sports. And so sports 
is a \ ery clear leader in terms of cdternative activities to attendance at the track. 

In third place was going to a casino; not surprisingly, because the people expressing an interest in 
going to the track, many of them if not most of them also havearr interest in gaming and gambling. 
And then — or to movies, cultural events farther down. 

The real significance of this, beyond just wanting to know a little bit more about who these people are 
and -what their interests are, is to see what we can learn about the things they are interested in, the 
qualities of those actixities that maybe applicable to racing or mavbe we can find wavs to make them 
more applicable to racing. 

We — and the lastslideonessay we, as D.G. mentioned, liave done a lot ofw-ork with Major League 
Baseball. We recently conducted studies in 13 markets to find out what draws people out to the 
games. And one of the most important features that we're seeing currently is that teams, markets, 
venues that can create an experience that transcends baseball alone, it becomes a family experience. 

You know, you think of Camden Yards and some of the other newer parks are doing much better in 
terms of attracting new people out, and that's something important 1 think we can learn in terms of 
thoroughbred racing. 

MR. DELLA VOLPE: As well as the casinos, as well as the casinos are spending more and more, 
they're advertising a lot of family-type of events and atmospliere and so — . 

MR. SCHNEIDEE(S: We then asked these respondents to tell us a little bit about how' they viewed 
their favorite activity that they had just identified for us, and how they view thoroughbred racing. And 
where we could see diffeiences. 

And we asked them about tliese specific attributes, and they are in descending order, from where tlie 
greatest gaps exist between the perception of their favorites activities and the perception of 
thoroughbred racing. 

So for example, you know, as a place to take my family, there's a 29-point gap betw-een their 
attributing that to their favorite activity’ and attributing that to thoroughbred racing. It's for people 
like me, again, a 29-point gap. Fun and exciting, clean, smaller gaps, and convenient and easy to get 
to, not much of a gap at all. 

But when you considei’that we drew the sample only from those people within 50 miles of a ti ack, 
and most of them knew that they, you know, were near a track, so convenience did not seem to be a 
major factor. 

And then upscale, no statistical difference; no rignificant difference; in sleazy, no significant 
difference. So those top ones are the ones you really want to focus on. 

As a family activ ity and as a place for people like me there is a major deficit at this point in the way 
tliese individuals who liav’e expressed a strong interest in going to tlie track view tlioroughbred racing 
compared to football or baseball or whatever their other favorite activ it\ is. 

Similarly vve wanted to find out how they look at themselves, qualities they think they possess, and 
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wli ether the\' tliink those are qualities that are possessed by people who go regularly to the track. 

And agai?) you see by looking at the left-hand side, the hlack lines, the gaps that exist. They're Tiiuch 
more likely to see themselves as responsible, femUynarLeiited, intelligent and enjoying tradition, than 
they are to see what the\' consider to be the regular track attendees to be — to possess those qualities. 

And then if you go all the way down to the bottom tou seethe one place where they say this quality 
applies much more to people at the track than it does to me is as a risk taker. So much of their 
perception of thoroughbr^ racing and attendance at the track clearly is driven by the ability to 
gamble there, and so they see regular attendees at the track as heavy gamblers, as people who are 
risk-takers and different from themselves in that way, and that's a perception tliat I tliiiik we need to 
try and work on and deal with. 

MR. DELLA VOLPE: As we said in the introduction, one of the last sections of the survey included 
a dozen or so factors that we wanted to test to increase attendance, botli with tlie current fan base as 
well as ^vith the potential fan base. 

Of those dozen or so, these six factors were the ones that resonated best. The numbers in the boxes 
represent the people who said they’d be much more likely to attend if; so if we walk dowm tlie list 
tliey’re color coded by three different themes. The top box says they'd be much more likely to attend 
"If more of my friends were interested." Thirty-six percent found that to be a ver>' convincing or a 
reason to attend the track. Near the bottom there's another blue box that says, "If more people like me 
were there." So those two together indicate some of the initial drivers of attendance. 

The next three boxes which we coded as black is, "If there were special windows for experienced 
w'agei’ers.'' And in the focus groups they talked about not only special window's but maybe special 
sections of the track, maybe where there’s some handicap lessons or some of those things, they'll be 
much more likely to go. 

If there was some easy-to-find racing infonnation, not only about the races but also about the jockeys 
and the horses and some of the backgi-ound, if that were available at the tracks 32 percent would be 
much more likely to go. 

And the third block black box is, "If there was a system, an easy to understand system in place to 
teach us how to handicap as well as bet." It goes beyond the handicapping, just what's an exacta, 
what's the difference betw’eeii win, place or show’; those sorts of things, 

Those black boxes seem to indicate for us what some of the barriers — what some of the barriers are, 
wiiat some of the intimidation factors ai-e. 

And the tliird, the third color code is yellow, and tliat refers to more big races and events, And tliat's 
not only the quality of i-acingand events at the individual tracks, but accoiding to the focus groups it's 
promotion-driv'en as well. 

If there was a Bring-a-Friend-for-a-Day, a T-shirt ora hat, discounted beverages and food, that would 
be an impoitant promotional tool to increase attendance. So again, there are really kind of three 
sections here to eonceiitrate on. 

What are the drivers? "People like me, more of my friends." Second are the intimidation factors that 
need to be overcome, and third is a traditional public publicity campaign. 

MR. SCHNEIDERS: Very briefly, the highlight s from the focus groups and sort of a summary of 
where we are at this interim stage of the research. Again, we were very much by design talldng about 
botli current and potential fans. This reflects a belief tliat the future of tlioroughbred racing has to be 
dependent upon both attracting new people out who are going to be therefor the first time, it's a new 
experience, they’re trying it out; as well as finding out howto get those people who have tried it to 
comeback. 
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MR. DELLA VOLPE: And again, Greg, the 42 percent, I don't mean — the 42 peT ceTit of the 
population that live near the tracks, it'sjust a big number. 

MR. SCHNEIDERS: We wanted to explore the drivers and barriers in greater depth. We had — an 
earlier research had identified many of these and we wanted to understand them better. We were 
surprised to find that the barriers were less significant than the drivers. 

And what I mean by tliat is that particularly in the focus groups we did not have a lot of people saying, 
you know, that the\' found it, you know, an unpleasant experience. 

Yes, there is intimidation, particularly having to do with handicapping, but we did not find a lot of, "I 
don’t like the atmosphere, 1 don’t like the people there, i don't like the experience," and laTgelj' that’s 
because we had already excluded a large number of thent in our screening process. We didn't need to 
talk to tliem if tliey for some reason or other found the experience or the prospect of it so negative 
that they had ruled it out. 

But we’ve been talking tothese people who had expressed an interest, they — if they've been, they 
liked it, they liked the experience, they found it exciting, they found it fun; if they hadn't been there 
they were sufficiently curious and interested in and drawn to it that tliey answered six tlirougb 10. So 
we really want to focus other drivers of the attendance. 

One hypothesis, an important one I think that came out of this is that really what so far has been a 
failure to conveil from the trial fan to the more frequent fan. Let me tell you briefly what 1 mean by 
that by way of reference to some other activities. 

If you think about television shows like Friends or The Sopranos, you know, what brings people back 
to the sets, you iaiovv, every week to watch a particular show? It's engagement, it's inv olvement, they 
know the characters, they identib' with the characters, they follow the plots and they want to — they 
follow the stoiy line. 

If you look at baseball, you know, and one that came out very high in terms of the competitive set, 
activities, you know, people come back to baseball fora lot of reasons, but in part it's maybe their — 
their home tow n team, they know the players, they know the other teams that they play against, they 
follow the stoiy line. And now increasingly, through fields like Camden Yards and others, they're 
coming for that as well as a bi-oader experience. 

NASCAR is a good example of a sport that has very consciously, and we've done a lot of work for 
NASCAR over the yeai-s, thw have vety consciously moved in the direction of trying to make it 
something that is more easily engaged by the fen, so that they know more about the teams, they know 
more about tlie drivers. 

And NASCAR has begun to restructure much as you have with "The Road to the Championships," to 
make it more of an ongoing, continuous experience so that people get more engaged. And that's the 
sort of thing that vve believe is going to be necessary'. 

Again, two steps; get them out there to try it the first time, but then find a way to get tliem sufficiently 
engaged that it’s not just seen as, "Well, it’s something I might do if somebody invites me to go," but, 
"That’s something I want to be sure to follow and to go back to." 

The way to do it is through the positioning, the advertising, the programs tliat convert from the trial 
to more frequent fan. And it has to be integrated, it has to be suffused through all of these different 
kinds of activ ities in order to both bring out the new fen and then turn that new fan into a regular and 
frequent fan. 

We are, as I said before, in the middle of all this, it's been very exciting. We found lots of interesting 
things, some that reflect what you’ve seen before and some veiy, very new things that we’re 
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continuing to explore and we will be back to share all that with you at a future date. Thank you verj 
Tiiuch. 


(Applause) 

MR. KEITH CHAMBLIN: Thank you ven’much, Greg and John, that was a great report. I want to 
just start by saying that we’ll be providing their final report and their executive summary to all NTRA 
members, and the slides that they showed here this morning are in the folder that you can pick up on 
your way out of the room this morning. So we do have a copy of the slides that you just saw. 

It's really been great working with these guys and look forward to a long association w ith SWR. As 
you can see from tlie preliniinaiy findings, w'e’re learning even more about what motivates 
participation in our sport. This learning will go a long ^vay toward defining our goals and objectives 
for marketing and advertising in Phase Two of the NTRA. 

So what will we do with the SWR report? First, we're relating it to our existing marketing programs, 
consumer promotions and public relations efforts. Second, w'e're relating it to some of the innovative 
tilings our member tracks and horsemen are currently doing. Third, ive're relating it to our new' 
internet strategy and our e-marketing strategy, that is largely about fan education and player 
dev elopment. 

And finally, the next phase of NTRA advertising will be based on this learning and our expanded 
understanding of our target audiences and our potential audiences. We know more about our existing 
fans and target audience than at any time in our sport's history. But we still have you a long way to go. 


The ov'erall goal is to work together with the iiidustiy to increase the number of core fans and increase 
the number of light fans. In short, which messages and marketing programs will make more people 
say, "Horse racing is for people like me?" 

As we look ahead to Phase Two of the NTRA, I'd like to quickly take you through some of our existing 
programs and how we'll expand them going forward. 

In 2000 you might lecall tlie NTRA planned and coordinated our first national promotion, a $i 
million Mystery Mutuel Voucher. This year we conducted two promotions with similar positive 
results, bar coded pieces sent this year alone to nearly two million homes across the country. 

The first three promotions resulted in double-digit attendance increases and handle increases at the 
vast majority of pailicipating sites. So we're doubling the number of voucher promotions w'ith four 
scheduled in 2002. And we’re raising the grand prize $250,000 each time to give it that carryover 
effect and keep tlie promotion fresh, and we'll do tliat until one lucky patron wins the big ticket. 

Just to let v ou loiow the winning prize this past month, the November 23rd promotion, would have 
been redeemed at Delta Downs by a patron on the Delta Downs mailing list but it was not redeemed. 

The 2002 promotional dates are February 16th, April t3tli, August 3rd and October 5tli. And all the 
voucher promotions are scheduled on dates when our sport offers high-qualitj' racing from coast to 
coast. 

Each of the vouchers are bar coded so our participating members, after neaily two years of this 
project, are beginning to measure trends and habits of customers on their mailing lists. 

This year the NTRA Mobile Marketing Experience spent less time at the track and more time at high 
traffic destinations. They visited non-traditional venues like the Super Bowl, spring break in Florida, 
Times Square, the Alamo, and five college campuses as part of a promotion with Sports Illustrated. 
Attracted more than 100,000 on-board visitors; and programs like the Mobile Marketing Experience 
are introducing new and potentieil fens to our great sport. 
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while the ti uck is aiiited at attracting new fans, programs like the Dailj' Racing Fot ih/NTRA NatioTial 
Handicapping Championship are dedicated to existing fans, that group of 3.2 million coT'e players that 
are so vital to our game today. 

Qualifying tournaments for the Handicapping Championship have grown by 50 percent in over two 
years, and we’re looking for more ways to freshen the tournament and make it ev en better in 2002 
and beyond. 

We also introduced e-marketing and Internet track newsletters that have resulted in monthly online 
communication to more than 125,000 customers, a nearly 60 percent increase since the project was 
launclted in May. We currently have 18 participating members, w'e'll have 30 beginning in ..Talluar}^ 

We’ll also introduce online promotional templates and other programs that will make it easier foi' 
tracks to communicate with theirfans at the touch of a button. Segmentation and profiling of these 
consumers indicates a lai’ge segment of this database consists of light fans, so again we've established 
an ongoing communication and relationship as we try to move them up the ladder. 

This year our second Breeders' Cup Online Challenge Contest resulted in a 42 percent increase in 
participation over the previous year. Nearly a third of the participants, 15,000 people, described 
themselves as liglit fans. Eaidy next year ivell relaunch the NTRA and Breeders' Cup Websites, under 
the NTRA.com banner, in addition to promoting the World Thoroughbred Championships brand; our 
focus over multiple platforms of the Website will be on fan education and player development as we 
try to use the Web to address some of the drivers that Greg and John talked about just a few minutes 
ago. 

Let's take a look at just one of the slides — or a couple of them; actually, this first one is tlie home 
page and shows how it will prominently display games and online curriculums that teach people how 
to play, participate in our sport. 

That "Bet the Net” you see there, that's just a — the woiidng title of a project tliat will be part of the 
online curriculum. The ultimate goal is to deliver users to the doorstep of a racetrack, or to a 
racetrack’s preferred account wagering provider. We're hopeful that distance learning on the Internet 
will break down some of the intimidation barriers that we hear about from light and lapsed fans time 
and time again. 

In addition to the national consumer proniotlons and our e-marketing and Internet strategies, vv'e’ll 
also be using tliis latest round of research to develop new advertising campaigns. As you beard earlier, 
we're beginning to probe why light fans don't go more often. After alJ, these nearly 19 million fans 
attend the races only one to two times a year. Yet they indicate they have a high interest in our game, 
and enjoy a day at the track. 

In fact, the latest raund of research that John and Greg talked about just a few ininutes ago indicates 
that that universe migiit actually be closer to 40 uiillion fans that indicate they would like to go to the 
track. We're beginning to end — identify why many of them don't. 

The next round of national co-op advertising scheduled to debut in March at out' annual Marketing 
Summit will attempt to address the drivers to attendance. In addition, we'll also be adding more 
tactical advertising and event-driven advertising eis well in 2002. 

For the first time well be producing TV spots for three, for all three Triple Crown races at a time of 
year wlieii the majority of our membership are buying media. And w'e'll continue to conduct our very 
popular Breeders' Cup co-op advertising program. 

You also see TV spots dedicated to promoting account wagering and PSAs promoting not only the 
sport but also the agri-business side of our industry. So instead of three to four spots that we normally 
produce in a year by tlie NTRA, you might see eight to 10 spots or maybe even moT'e. 
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We’ll also continue and in fact expand our national advertising in 2002, whether it be on USA Today, 
tln’ough our national radio buy, or on ESPN, through a multi-year media buy currently in Tiegotiatio?) 
as w’e speah. 

Let's take aloolv at one of thespots this year featuring Kenny Mayne that aired during the time period 
leading up to the Breeders' Cup World Thoroughbred Championships. 

(A \ideo was played) 

The goal here w as simple. We simply wanted to talce ESPN's hottest talent, Kenny Mayne, w ho by the 
vva>' is a huge racing fan, and have him invite sports fans to try horse racing. After all, past and now 
this cunent research indicates our fens are huge sports fans, and they live on ESPN. 

The three spots aired more than 600 times with 187 miLlioii consumer impressions over a nine-week 
period leadi ng to the Breeders' Cup. 

We’ll also be creating a major new racing ev'ent in 2002, you might have heard about it yesterday. For 
several years tlie owner and breeder sector of our industry has discussed forming a day to bring state- 
bred horses together to compete in a season-ending championship. 

Events like the Mary land Million, California Cup, Texas Champions Day and others, are terrific events 
featuring high quality, competitive racing, and in most cases lai^e on-track attendance. They're days 
\vlien tlie state horse racing industry comes together to promote the game for what it is, a great mix of 
sport, entertainment, gambling and agribusiness 

Next December horses from participating states will compete in the inaugural 81.5 million NTRA 
Great State Challenge at Sam Houston Race Park in Texas. I'll look forward to working with all of the 
participating states to promote 'The Road to the Great State Challenge" throughout the course of next 
year. 

And much of that promotion w ill be done by a team in our New York office that worlcs under the 
banner of NTRA Communications. Their job is twofold. To perform the internal duties inherent in the 
operation of a league office; and two, to tell the world through the mainstream media what those of us 
in this room already know, and that is that this is a greater game, with many gi-eat stories. 

This past year has brought us plenty to promote. Tliat includes a great book, "Seabiscuit," we referred 
to earlier, that occupied the number one slot on the New York Times bestseller list for six consecutive 
weeks and exposed our spoil to millions of potential new fans. 

There was New York Times columnist, Joe Drape wlio WTOte a great book on the Triple Crowii that 
appealed to a general sports fan. And there were two books targeting female fans on horse racing, and 
a germ of an idea to conduct a promotion w ith nationally syndicated radio host Don Imus generated 
about $1 million of publicity for our sport and raised 875,000 for two terrific charities. 

We'i’e going to take a look at some of the highlights riglit here including one that was a network news 
story that helped turn a negative situation in Kentucky into a positive legislative result in Washington 
that you'll hear a little bit more about in afew minutes. 

(A tape was played) 

In 2002 the work of NTRA Communications will take on added significance as we further integrate 
tiieir effoits with our advertising and promotional initiatives. 

Stay tuned. Got a lot going on. It’s going to be a great year. Now I'm going to turn it over to Chip 
Campbell for an update on two areas that also have major implications in our efforts to grow our fan 
base. Chip? 
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MR. CHIP CAMPBELL: Thank you, Keith. I’m going the talk this morning about sponsorship and 
television, which are two areas where 1 spend most of my time, and 2001 has actually been quite a 
good year in both of tliose areas I think . 

Let me hit the higliJights very quickly for you. We concluded a new arrangement, an extension of our 
deal with NBC which will ensure that the Breeders’ Cup is kept on NBC through 2005. The Triple 
Crown ratings this year went up dramatically, television ratings, large audiences. 

We developed the new series in the juvenile di\asion, the CNBC carried "Bessemer Trust 2-Year-Old 
Challenge." And finally, the newdy branded "Road to the World Thoroughbred Championships" ran 
for the second half of the year on the ESPN family of networks. 

As you’ve lieard before today. The Road to the Thoroughbred Championships leads to tlie Breeders' 
Cup, and this was the focus of the rebranding effort tliat D.G. and others have talked about today. 

Let's take a quick look at how two of our broadcast partners treated our new branding graphically. 
First, "The Road To" was seen on all of the ESPN shows; and secondly, what NBC did on actual 
Championship Day. 


(A tape was played) 

And let’s take a quick look at ho^v the print media reacted to the branding following the championship 
day in October. USA Today, "It’s a World Cup Kind of Thing." The New York Times, ''International 
Cast Makes its Presence Felt." And fmall}', back to USA Today, "International Implications." We 
certainly can't say that the print media didn’t get it this time. They certainly did. 

Now moving forward to our 2002 television schedule, which has been drawn with an eye on making 
the Thoroughbred Championships the focal point of all of tlie divisional stakes racing, w'e're going to 
have the most comprehensive schedule, television schedule I think in the history of thoroughbred 
racing in 2002. 

In tliisfirst year of Phase Two with NBC we will have three window's, if you will; a 90-minute Triple 
Crown Prep, in the spring, a fall Bi'eedei-s’ Cup pi-eview show, the Tlioroughbred Championsliips 
themselves in Chicago next October, and of course earlier in the year, the Triple Crown presentation 
by NBC, 


As an aside, and it does relate back to the International World Championship kind of thing, one of the 
key things that W’e did this year I think was to recapture tlie distribution rights to the Breeders’ Cup 
Championsliip Day from NBC. Th^' will now be handled by the NTRA Breeders’ Cup, 

And I think as w e go forward with all of the other things going on in racing worldwide, that these 
rights will have additional value that we haven’t seen in the past. Finally, the CNBC series, Bessemer 
Trust Series which we began this year as part of the ESPN extension, also will be extended for five 
yeai's, so we Icno^v — through 2005, rather — so we know' that will go foiwaid. 

On CBS this year, there will be three programs in June, the June-July period. Unlike last year, where 
it focused on one division, we’re going to use those again to reinforce the divisional racing and tie it as 
best as possible to The Road to the World Thoroughbred Championship. 

We'll see races from the turf division, the Classic, the Distaff and the Sprint tliis summer on ESPN, 
and we will do our best, you heeird Keith's promotional schedule, we'll do our best to tie these 
telecasts into the promotional executions that Keith and his gang will be presenting on some of those 
July dates. 

The ESPN networks again will cany' the two live radng series, The Road to the Triple Crown and The 
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Road to the Thoroughbred Championships; well add three hours of live racing this year bringing the 
total to 32, aTid with an eye on that world branding that we’ve talked about so much today, i?! this 
yeai 's series on The Road to the World Thoroughbred Chanipionships we'll see coverage of many of 
the top stakes races from overseas that lead to the World Thoroughbred Championships. 

The ESPN Classic Network will continue to carry featured programming on the historic stakes races 
tied again to this year’s schedule. There will be 14 ’T'oday at the Races" shows spanning to months 
during the year. Our objective with television, our — among our objectives witli television is to 
achieve tlie absolute best presentation of our sport. 

For tliose of you wiio attended the 8 o’clock session this morning, I heard — I picked up a line, and I 
promise I’m going to steal it as often as 1 can, from Glyn Williams from the United Kingdom. He 
talked about modeniizingand demystifying the presentation of horse racing. 

And I think in lots of areas, includhig television, that’s the challenge for us, and we certainly lieard 
that from the research guys. In addition to that, the television, we will look to serv e some industry 
needs, build some personalities as best we can amongst the trainers and horses and owners and 
jockeys, that's something that television can achieve for us. 

The World Tlioroughbred Championship brand, as D.C. noted, is tlie cornerstone of all of our efforts, 
and we’ll be again going forward on the television side in 2002. 

Let me quickly turn to the sponsorship area, and D.G. gave a pretty good review early on of that. By 
pretty much all standards, 2001 was a veiy poor year in the media and sponsorship areas. The New 
York Times characterized it as the worst media market in more than a decade. 

And we know the effect, all of us know the effect that Septembemth had on what was already a weak 
market. Somewhat remarkably, the NTRA had a pretty good year in this area. D.G. described the 
three new sponsorship relationships that were achiev ed this year, and interestingly enough those 
tlii’ee companies are very, very diffeient in what tliey do and what their marketing objectives are, 

And I think that based on the year-long schedule, the huge attendance figures, w’e w’ere able to service 
the needs of those sponsors quite well. You know about Bessemer Trust, private investment firm. 

They use their sponsorship for hospitality reasons primarily. They're entertaining high net worth 
individuals who are their clients or potential clients. They did a number of v'ery successful executions 
during the course of the year. 

They also are into television advertising for the first time, and they were very , very helpful and we are 
all very thanlcful for the role th^' played in the fund-raising efforts for the victims on — of the 
September 11th attack. They managed the money for us, and distributed it to the folks who are going 
to get it. 

Our second pailner veryy very different from an investment banker’s: the Penske Auto Centers Group. 
They were very active reaching out into our industry with consumer promotional executions, 
couponing at Breeders’ Cup Day at Belmont, at a number of other tracks during the year. 

They're interested in getting their message out and they used that tactic to do it, and they will going 
forward. Their major markets are Maryland, New York, Miami, Chicago, Southern California, and 
others, and they will be doing more and more of those ty pes of promotion — of consumer-based 
activities in 2002. 

The tliiid commercial relationship I’d like to mention is John Deere. John Deere has been a notch 
down at Official Supplier status if you will, and they’ve used it very effectively in their marketing 
activities. 

They've been I'eaching into our industry through racetracks, through tlie farms and so on and so fortli, 
in making pricing — attractiv'e pricing available to members. NTRA members, both tracks and otliers, 


http://www.ua-rtip,org/Symposium/2001%20Symposium/2001%20Transcripts/01frisession3NTRA,html 


9/5/2006 



164 


01 NTRA 


Page 1 9 of 24 


liave purcliased o\er S20 million of .John Deere product in the last two years, which I think is quite a 
T'eTiiaT’kable feat when jidu think about it. 

Today we are aiinouncmg that John Deere is taking a step up, and I'm very proud to let you know 
that. They will go from being an Official Supplier to being the title sponsor of the John Deere 
Breeders' Cup Turf Race and Turf Divisdoo, and we have representatives from John Deere with us 
today. I’d like to ask Mark Johnson and Dennis Steward and Dan Gough in the back to stand up and 
be recognized. 


(Applause) 

If you haven't met these three you really must. They are delightful, and we are very, very happy 

to have them with us. 

One thing I'd be remiss if 1 didn't mention is that Keith talked before about our newest program, the 
Si. 5 million Great State Challenge, and the John Deere folks will become the presenting sponsor of 
that new event and vve areveiy.veiy happy to have them there. 

That’s a sponsorship picture, looking at 2001 and beginning to look fonvard, One final thing I should 
tell you is that we're in activ e discussions with five new companies that we hope that next year when 
vve come here we’ll be able to announce to you that the\ are new sponsors as well. 

We’re happy to liave one of those companies with us this week; the Sega people were nice enough to 
demonstrate their new game for us, and I kjtow if nothing else. I’m going away from this Symposium 
with one sound in my ear, "tap, tap, tap, tap, tap, tap, tap, tap." 

Thank you very mucli. 


(Applause) 

MR. GREG AVIOLI: It falls upon me to give one of the last presentations at one of the last meetings 
of a veiy long week, and I will be mercifully brief. Over the last four years we’ve developed wliat we 
think is a very' effective national lobbying team. 

Our partners in this effort include the American Quarter Horse Association and Dan Pick, the 
American Horse Council and Jay Hickey, our lobbyist, one of the top lobbying firms in Washington, 
the OBC Group, Davis and Hannan, the long-time lobbying firm for the American Horse Council, and 
last y ear's edition, the National Economic ResearcJi Associates which is a think tank that’s very 
valuable to us, as we approach various fomts of legislation on the state and federal level. 

Funding for tlie NTRA’s legislative and regulatoiy efforts comes primarily from a quaiJei' pei cent 
voluntary sales contributions from buyers and sellers at public auction. Last, in 2000, 8500,000 went 
into this program, in the cunent year we’re going to spend a little under a million. 

Next y ear that number is projected to be over S1.8 million. The big jump from this year to next year is 
in large part due to the NTRA's decision, the board's decision, to allocate money from the sellers' 
contributions at public auction as well as from the buyers. 

S1.8 million is actually a very strong amountof money to spend in these efforts, both in the federal 
and the state level. We think we’re going to grow that, if you've seen our long-term business plan, to 
continue to increase that, but with that amount of money' we can be — we've demonstrated we can be 
effective at the federal and the state level. 

It's a good segue into the federal initiatives, and that’s really vvfrere we liave focused tlie majority of 
our time over the last three years. It was just — I think it was two weeks after this conference last year 
that Congress passed the amendment to the Interstate Horseradng Act, I'm sure you've read a lot 
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about it and heard a lot about it. 

Essentially what this did was answer some disturbing questions raised by the Justice Department 
about the legality of interstate simulcasting, and on a more positive note, confinn that racing was the 
only sport in America where you could conduct Internet wagering, if it was lawful in the state where 
you were liv ing. 

Unfortunately, that didn't end it. We thought, "That's great," pat ourselves on the back, "We've got 
this solved." 

But there is a never-ending flow of Internet gamb ling prohibition bills that go through Congress. 
There have been a total of seven in the last two years. And most recently on November 1st, 
CongT’essman Goodlatle introduced a very’ broad Internet gambling prohibition bill. 

And in its initial form, it had no special recognition of horse racing's status, and as such, if it passed it 
would have taken away all the gains that the NTRA and the industry had received with the IHA 
Amendment. 

It was a — it is a restmcturing of the criminal Wire Act, and it made basically any use of Internet 
communication facilities in connection with gambling illegal. Because of some of that Si.8 million 
that you've seen in the previous slide, I think well spent contributions we made in Washington to 
various campaign committees, excellent work by our lobbyists and just a lot of time spent educating 
Congressman Goodlatle and his staff, on the day before they introduced the bill they went back and 
made one final revision to say, "This does not apply to any wagering conducting in according with the 
Interstate Horseracing Act." 

So now the bill, which has a long way to go. this bill will be bantered about and amended multiple 
times next year, but if it does pass, racing Is actively supporting it because it will confirm our 
advantage over other sports, which will now be specifically prohibited to have wagering on the 
Internet on an interstate basis. 

Another positive note in Washington that many of you have heard me talk about before is 
international common pooling. Currently the world market for horse racing is about $ioo billion total 
handle. Fifteen billion of that is in the U.S. Of the S85 billion wagered outside of the United States, 
less than $500 million is w’agered on US races. Almost all of that is in Canada and virtually none of 
that is common pooled. 

So of the $85 billion wagered outside the United States, there is effectively zero money coming in 
common pooled into the US The reason for the — there are a number of reasons for that; one is time 
zones, one is some restrictive legislation in Hong Kong and in .lapan, but one of the main reasons is 
US racetraelcs, under a provision of the IRS code, are required to withhold 30 percent of all winnings, 
regardless if it's a $2 bet ora $1,000 bet, of any wager coming into a US track fi'oni outside the US 

This is an antiquated rule, it’s been around for a long time. Racing has taken three previous shots in 
the last 10 years at fixing this, and each time for a variety of reasons was unsuccessful. 

We made this one of our big priorities last year, got some help from some very powerful people on the 
Ways and Means Committee in the House and on the Finance Committee in the Senate, again spent a 
lot of time explaining to them that if they changed this rule actually tliere'd be more tax rev enue in the 
US rather than less, because of it there's no money coming in. 

We're very happy to report that in the last week w'e’ve received a scoring of our proposed bill from the 
Joint Tax Committee, which has come back and confirmed w hat we said; that if we do change this law 
there will not be a significant negative tax problem for the United States, that it would actually end up 
increasing revenues to the United States. 

And based on that, while it’s never over until it's over, we feel v'ejy confident that in the next 12 
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months we’ll get a new federal law passed that will do away with the 30 percent withholding. 

Some other areas on federal legislation; we formed — 1 think one of the best ideas that our 
commissioner had in the last year was to form a Congressional Horse Caucus. We are as a iiighly 
regulated industry, oneof the few' industries that has no caucuses essentially, educational body where 
\ ou teach congressmen and senators about your business. There's a Wine Caucus, there's any number 
of caucuses, but there hasn't been a Horse Caucus. 

We fonned a Horse Caucus, and at our first meeting we liad had 40 attendees. It's been very 
successful. We had four meetings this year. We took these senators and the congressmen on farm 
tours in Maryland, we took a congressional delegation to the Breeders' Cup, which included the 
chairman of the Agricultural Committee in the House, and it's — it's a rewarding experience. 

Because all of this, you hear me say this a lot, everything we do is about educating the congressmen 
and the senators that we’re a $34 billion agribusiness, we don't — don't just associate us witli gaming. 
Sort of related to that on mere reproductive law syndrome, you saw some tidbits from NTRA 
Communications about that, everyone in the room knows wlxat that is, 

Because of just the way the laws were wTitten a long time ago, when there is an agricultural problem 
in the liorse racing or breeding business, the bleeders and the farms are generally not eligible for 
federal relief, and that’s because all the federal relief that you might see, if you have a hurricane come 
through Florida wiping out, you know, citrus farms, horses are not defined as agriculture for the 
purposes of almost all US laws, and because of that we had to go to Washington and pass a separate 
law, which was actually signed into law two weeks ago, that made fanns, farmers or breeders who had 
suffered losses from MLRS available for — eligible for federal low interest loans, and that's been done. 


One of the key players in getting that done was Mr. Combest, the chairman of the House Agricultural 
Committee, one of the first members of the Horse Caucus who went to the Breeders' Cup this year 
w'itli us. 

Taking it a step further, next year we feel confident that rather tlian having to do this one off every 
time we liave an agricultural emergency, we will now change the federal code so that liorses will be 
defined as livestock for the purposes of all federal relief. 

It — this isn't a very sexy area to talk about, but it's, as Dan Pick will tell you, it’s pretty dramatic for 
the sport; that in the future if horses are defined by livestock they'll be available for the millions and 
up to billions of dollars of federal relief that's available to other farms and other crops, 

Lastly, on the federal legislative update side, there is a — as a result of September nth there are a 
number of bills that are going around the House and the Senate for an economic stimulus package. Of 
note to the racing and breeding industry, in the House version of this that just passed they have a 
provision for accelerated depression of 30 percent of any purchases. 

And what that means is in addition to the depression schedules where jcu can write off your purchase 
of a lioT'se, you could take off another 30 percent in the first rear. The Senate's ver’sion is a 10 percent 
depreciation rate. It will probably end up closer to the Senate side, but again, that should be helpful to 
tlie sales companies as they try to bring new buyers in. 

We continue to work on ERA regulations; Jay Hickey at the American Horse Council has really taken 
a lead on that. He and his team have done a remarkable job. There were some \ er\ potentially 
detrimental regulations that the ERA suggested this year 011 waste water runoff, and Jay has done a 
good job of responding to those; and we think that in the next six months we'll get them improved 
somewhat. They'll still probably be more restrictive than the current law, but better, definitely better 
than when they started. 

Lastly, on immigration issues; we were making some headway 07 i that issue, 07 i basically loose7iing up 
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the current immigration laws to allow for better, more year around labor for farms and tracks. 

Because of September iith, loosening up of the immigration laws is not too high on anybody’s radar 
screen right now, so I think you’re going to — you’re going to probably not see a ^vhole lot of action 
over the next 12 months. But long-term we know that is a prioritvfor the industry. 

Consistent with being brief. I’ll briefly talk about Phase Two, sort of the theme of today's presentation. 
As we continue to raise more and more money through the sales auction program, we spend that 
money. We spend it on the state level through contributions to candidates and campaigns, and on the 
federal lev el as well. 

Yesterday at the NTRA board meeting we — the board voted to form an NTRA Political Committee, 
Political Action Committee Advisory Board, so we're going to now of the subcommittee of the NTRA 
board that’s going to review each contribution. And I think — feel free to talk with your board 
representativ'e on the NTRA board if you want more information or more input. 

We’te also, consistent with one of our pledges to Magna about 14 months ago, w^e’re really tiying to 
step up our efforts on the statelevel, that includes efforts in deregulation. This year w e're really 
focusing in working closely with the flat tracks and horsemen on an omnibus deregulation bill in 
Florida. 

And what that means is the NTRA, kind of by board policy, where all our members are in agreement 
on a particular issue, we will supply funding, we will supply lobbyists, w e will testify, we will do wliat a 
good national trade association will do to improve the legislative situation in any state. 

Similar initiative in this area we talked a lot about over the summer is tax takeout, not handle. Mike 
Shagan, who I think is herewith us today, has been working closely as an NTRA consultant on that. 
Overall the concept is tliat racing is sort of unfairly taxed bwause it's taxed on — its really not taxed 
on its revenues, racing's revenues are the takeout and they're not the handle. 

This initiative is included in the Florida bill right now; currently New York and Virginia are also 
looking at legislation this year in that area. 

And lastly, this hasn’t changed for two years, we're working closely with any state that doesn't have it 
to expand account wagering. We were privileged to be asked to come and assist the State of Califoniia 
in drafting their account wagering regulations. W'e will be doing the same thing in Massachusetts, 

Any member who wants the — help in account wagering, we've got quite a database of what all the 
states have done. You can comment on any provision that's in any of the laws because w^'ve studied it 
pretty closely for about three years. 

Lastly, we’ve talked about in the past an NTRA Legislativ'e Regulatory Task Force with a nunibe:' of 
NTRA ineinbers on it. Tliis was in 1997 originally formed to deal witli the Kyi Bill. It’s kind of gone 
into disuse, and we’regoing to jump start that again this year, hopefully with the American Horse 
Council. And you'll be hearing more about that. 

I'll just close on the tiote that the increased legislative spending that we'v^e talked about going from 
8900,000 this year to Si.8 million next year should allow us to do a lot more. I hope to be able to 
stand up here every December euid announce, you know, major initiatives, major legislativ e wins like 
we had in the last year. 

Thanks a lot. 


(Applause) 

MR. SMITH: I’d just like to ad lib two comments. I felt like I commuted to Washington in 2000 and 
sort of liv ed there, and in 2001 Greg Avioli is the guy that committed to Washington for the year, and 
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I think did aterrificjob. 

The second thing I’d like to ad lib is that, you know, it's a theme that I'll strike in the closing again this 
year, but a heck of a lot more is possible with collaboration and in numbers, and nothing you sa^v 
from Greg would have been accomplished and nothing in the future that we hope to do ^vill get 
accomplished without our peutners at the AQHA. 

These issues don’t stop at the dixiding line of a breed, and indeed the legislative — restart of the 
legislative task force, probably do this an in alphabetical order, will be the AQHA- NTRA Legislative 
Task Force. So thanks, special thanks to them. 

Well, as usual we've packed a lot into two hours or just under. Thank you for listening today, and for 
so many of you, looking around the room, for your multi-year steadfast support for tlie NTRA, aTid foi' 
what we're — wliat xve’ve been tiying to do together. 

We’re excited, as I hope you can tell, about 2002, about Phase Two. As y ou've heard, in several 
respects it will be different from Phase One and it ~ and it needs to be. 

To be sure, there are a number of promising marketplace developuteiits. Internet and account 
w'agerius, now clearly legal as a matter of federal law, and expressly so in Califoniia, by itself one of 
the world’s largest economies. 

The more positive reception by sponsors and networks of the Breeders' Cup. and as importantly, the 
multi-division, multi-month, multi-continent process that leads up to it, the growth of our political 
action budgets and capabilities, the NTRA's improved balance sheet and membership roster, long- 
term extensions of our agreements with NBC, ESPN, and others. 

But to sustain this momentuju, much less realize the full potential of Phase Two, we also need to be 
very clear-eyed, candid with each other, and realistic. It's terrific that the NTRA is now more firmly 
establislied and I think clearly viable for the long term. It's great that we now have more television, 
more sponsoi’s, moi-e and better research, increased promotion. 

All of these are, to quote Martha Stewart I guess, "Good things," each is badly needed. 

But they're not enough. Good television and good marketing will not by themselves provide the 
capital needed to rebuild our sports' physical plants, to add necessaiy new amenities, or to raise 
purses to the level needed to sustain oui‘ imderlying agribusiness and breeding industries, 

The trtJth is that we need considerably more marketing, more political and legislativ'e spending, more 
improvement across the board in how we attract and retain customers, and how vve deliver our 
product to them. 

This reality also means tliat new revenue sources and thus even more progress in improving 
government understanding of our complicated multi-dimensional industry must be pursued and it 
must be achieved. No one source is a silver bullet, a panacea. 

So tlie reality also is tliat we really don't have any choice but to rally together as an industry' as never 
before if we want to prosper, and as long as we're being candid and tough-minded, if vve want to 
survive. 

If vve want to survive for the 472,000 people who make their livings in this industry , for the RTIP 
studerrts, for the children and grandchildren of owners and breeders who want to continue in this 
game and continue in this way of life, and for our millions of avid fans. 

What does it mean for us? For the NTRA it means firmly rejecting the temptation to become 
complacent, to avoid confusing a somewhat improved balance sheet with success. Because success 
needs to be defined not in trade association terms but as doing something really meaningful and 


http://www.ua-rtip,org/Symposium/2001%20Symposium/2001%20Transcripts/01frisession3NTRA,html 


9/5/2006 



169 


01 NTRA 


Page 24 of 24 


measurable to improve the economics of the industrv', which is, of course as we mentioned, our core 
mission. 

For the industiy, it means working together on common problems, bard as that may be. And most 
importantly of all, to me, maintaining the necessary sense of urgency. Overall, I'm optimistic. I think 
as \ve’\ e shown this } ear, this is an industry that can get amazing things done when awakened and 
moti\ ated, when differences in agendas are set aside for a common purpose. 

The NTRA, tlianlts to the renewed commitments of our members, is in a better position to help taelde 
these cliallenges, the challenges of Phase Two. Certainly a better position than a year ago and realh , I 
think, than ever before. 

So Phase Two is about a lot of things: More focus by all of us, a shorter list of priorities for the NTRA, 
new marketing opportunities based on improved insights, some of which you've heard today, on the 
attitudes and needs of our customers and potential customers: further changes for the Breeders' Cup. 
continuing to make the world's best day of racing better understood by a wider audience; strengthen 
pohtical resources and capabilities, better use of the Internet. 

But Phase Two is equally about builduig renew’ed commitment to each other and to a renew'ed, 
sustained sense ofurgency about tackling these common problems. So welcome to Phase Two, I hope 
you’ve enjoyed this preview-, thanks agaiit for having us; thanks again for your support of the NTRA, 
Thank you. 


(Applause) 

It's been a great week and as usual, we’ll leave you with a brief video which captures, better than D.G. 
and I can describe, what a special day it was on October 27th. 

(Applause) 

(A tape was pla.ved) 
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